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ABSTRACT 

This research explored the problem of private 
colleges borrowing money to pay for construction of needed buildings. 
The study revealed that most colleges had borrowed money in the past 
for construction. About two-thirds of those foresaw further 
construction, and one-half of those who planned to build also planned 
to borrow to meet part of the cost of that construction. Both the 
lenders and the colleges included in the study still believed 
philanthropy to be an important source of funds for meeting the cost 
of college construction projects. The paper presents attitudes of 
colleges and lenders about long-term loans to private colleges. It 
sets forth models for government^related loan guarantee programs and 
tax-exempt bonding authorities, as well as presenting detailed 
instructions on completing a financial feasibility study for 
presentation to prospective lending institutions. The bibliography 
lists eighty sources of information, over fifty of which are 
discussed in the literature review. (Author) 
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CHAPTER 1 
THE PROBLEM AND ITS SETTING 
The Problem 

In order to continue to operate on a more sound day-to-day 
financial basis, it may, at times, be to the institution's advantage to 
spread capital expenditures over a number of years, via the method of 
long-tcnn debt. This paper will study the problem of obtaining long-term 
debt for the purpose of financing expansion of physical facilities at 
small, nonprofit, traditional miduestem colleges. 

Justif ica tion of the Problem 

Private higher education, as it is known in America, has had a 
constantly changing place in the overall educational cnvironinont of the 
nation. From its role of almost total dominance la the early years of 
the nation's history, private higher education has arrived at a most 
tenuous position today. This tenuous position is due largely to school 
costs increasing more rapidly than their ability to generate revenue. 
If this trend continues unabated, private higher education in America 
could conceivably cease to exist. 

However, inany feel that private higher education has such an 
important vole to play as an altcvnn'ive to state supported education, 
that fniuls must, and will, be found to continue to support, at a high 
level oE quality, the operation of tho innjorlly of the private colleges 
that exist today, 
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There are many encouraging indications that new sources of 
revenue will be made available to the private colleges in the future. 
The responsibility of the overall population, including various levels 
of government, to financially assist in the fiscal support of private 
colleges is under serious study in many areas. One of the more recent 
studies is being undertaken by a blue-ribbon commission on post-secondary 
education that was created by the 1973 Montana Legislature. It is to 
determine the future of higher cducatiot* in that state. The Governor 
asked the commission to consider a number of questions, including, "To 
what extent should planning for publicly supported post -secondary units 
take into account the development plans and capabilities of private 
institutions within he state?^* (71; 3). 

Financing the construction of private nonprofit facilities of 
higher education has never been an easy task. In the days of an expand- 
ing birth rate, increasing government financial assistance in many forms 
including construction grants, loans, interest subsidies and mortgage 
guaranties, and generally full classrooms, finding the proper financing 
for construction at these institutions was very difficult. With all of 
the positive factors now diminished, securing favorable financing 
through conventional routes may be all but impossible. 

This study will determine if problems in obtaining long-term 
debt for financing construction actually do exist, and if so, to what 
extent » Models will be developed showing new financial progrnjrvs that 
may be needed to make funds available to the schools in question. 

Hyp otho. s i s_ Jt o^ b e_ Tc s ted 
The b«Tsic roscarch hypothesis to be investigated is that over 
t^s'cnty-'f ive per cent of the colleges in the geographical area covered by 



this study will need to borrow money to construct or renovate buildings 
on their catapuses in the future. 

Subhypothescs to be Tested 

In developing the basic research hypothesis, a number of related 
hypotheses will^be considered and tested. These are listed below in 
three groupings with a total of fourteen specific subhypotheses. 

1* College related subhypothescs: 

At Over seventy-five per cent of the colleges have received 
loans for construction in the past* 

B. Over fifty per cent of the colleges plan to undertake 
additional construction projects to meet needs, in the 
future* 

C. Less than fifty per cent of those intending to borrow 
money to finance future projects (refer to the basic 
research hypothesis) expect to have some difficulty 
borrowing the amount they need. 

D. Less than fifty per cent of the colleges object to 
borrowing from a program having sotae type of government 
involvement. 

E. More than fifty per cent of the colleges that have 
borrowed money for construction in the past have 
borrowed from llealth, Education, and Welfare (IIMW) , 
Office of Education, Loans for Construction of Academic 
Facilities Program, or the Federal Housing Adminis- 
tration (FllA) , Department of Housing and Urban 
Development (HUD), College Housing Program. 

F. Over seventy- five per cent of the colleges are able to 
liiortgage part of their assets to secure a loan. 

G. Less tlian tvcnty-fivc per cent of the colleges currently 
set aside depreciation in a fund to renovate or replace 
existing buildings. 

2. Lender related subhypolhoscs : 

A, Less than fifty per cent of tlic liiwlers liave n v.'orking 

knowledge of the ]!F:W or FIL\ college loans for construction 
programs . 



R. Less than tvcnly- f Ive per cent of the lenders Jiave nade 
loans Lo colleges for cons t rue t ion . 



Over seventy-five per cent of the lenders requite 
mortgages. ' 

I 

Of those IcTidcrs responding to the question, 'less than 
fifty per cent have generally received enough informa- 
tion from colleges with the request for a loan to make 
an informed decision* 

Over fifty per cent of the lenders believe that a loan 
program vith some type of goven\raent involvement to 
make loan money available to colleges has merit* 

Over fifty per cent of the lenders believe that there 

is a need for borrowed funds, to be used for college 
construction, 

3. Subhypothesis related to both colleges and lenders: 

Over seventy-five per cent of lenders and colleges 
* consider philanthropy to be an iiaportant source of 

funds for meeting the cost of college construction 
projects. 

A ssumptions 

The following itcnic zzz necessary and reasonable theoretical 
assumptions for the orderly progression of this study: 

1. Before construction plans are decided upon, all nlternatives 
to construction will have been fully explored. A decision 
will have been made that no reasonable alternative to the 
expending of capital funds for the construction exists, before 
plans for financing are finalized. 

2. The college is engaged in effective long-range planning so 
construction is not undertaken that does not meet present 
needs and complGment future expectations. The planning has 
also taken into full account the additional expenses which 
may be reflected in the operating budget, for operation and 
maintenance of the coinpletod buildi ng. 

3. As a "subhypothesis," it was stated that philanthropy remains 
an important part of any college construction financing plan. 
It is assumed that it is better for the college not to go 
into any more debt than necessary to construct facilities. 

4. Colleges planning construct i o!i arc mc'el ing valid nr-eds of 

the society as a wliole, «ind should continue to exist jn order 
to meet those needs. 

5. Colleges vn 1 1 borrov; iioncy for con;; L rue L ion. If other r^elliods 
of obt-iining tlie nooficd funds fail. 



D. 



E. 



6. Colleges will meet any reasonable requirements of the 
lender, such as mortgaging- the property or pledging future 
revenue, 

7. Funds will be available for the colleges to borrow, if they 
are financially able to repay the loans, and they present 
their request well to lenders, 

8. Colleges will generally approach a local lending institution 
for counsel and advice, if not actually for a loan, before 
they will approach nonlocal lenders. ^ 

, -.H ■ 

DeliTnits of the Study 

The study is litaited in a number of ways. ' The geog raphical size 
of the universe pertaining to the collcp^es was limited to the four states 
of Colorado, Kansas, Missouri and Nebraska, These states have tradition- 
ally been strong supporters of private, nonprofit , institutions of higher 
learning. The area includes sixty colleges which fall into the category 
to be studied. It was determined that a total of sixty was a workable 
number, as it would allow every appropriate college in the geographical 
area to be included in the study. It was expected that sixty was a large 
enough number of institutions so nhat with the necessary qualifications 
applying, generalizations could be drawn at a later date about a dif- 
ferent, but similar universe. 

The fie^o^raj;5h_ijcaJ. sij^e of the universe pertaining to the lendj^ng 
}}lt^J^JrL^X^J\^ li^cludcd institutional lenders located in Colorado, Kansas 
and Nebraska. The census size was ninety, and soinovhat corresponded with 
the number of colleges included in that census. It was a size that could 
reasonably be analy?!cd. 

The study is further limited by its place in time. It describes 
the feelings of the colleges and lending institutions at one moiacnt in 
Septc-i^or or October of 1973. Fall apponred to be a good time for the 
survey, as llio start of tlie scliool year brings with it the plans for the 



future, as well as confirming the ronlities of the present* 

It is recognized that these types of colleges have historically 
relied heavily on philanthropy, and should continue most strenuously 
their attempts to raise funds in this manner, ifowever, it was decided 
to limit this study to that portion of the capital financing needs that 
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will be met through the financing method of long-term debt. 

Definitions of Terms Used 
Lender includes any financial institution that makes money 
available to a college on a long-terra basis. It could be a bank, savings 
and loan association, life insurance company, bond house or any other 
institutional investor. As included in the data gathering census, 
lender meant an instit'ution located in Colorado, Kansas or Nebraska, 
listed in the 1973 Dir ectory of the Mortgage Bankers Association of 
America. 

Con stru ction is used to describe nny and all activity ^v^hich 
results in the building, addition to, alteration or renovation, of a 
physical facility which when completed is under the control of the 
college and has been deemed necessary to the continuous operation of 
that college. 

£!i-k?iL[:i}ili ^^^^ purpose of this study include all buildings 

as described under coj;is t ni^ti^ji. 

JiPilil i*efers to any method of making long-term funds availal^le 
to a college for coni^truction. These instranents include unsecured 
signature notes, loans secured by pledges of future rcvc^nue, mortgages, 
bonds or any combination of tlicse, or otlicr itcins, 

I'L^^iL^'A9Ji^ herein used is a rcpny.nent period that exceeds 



the constvuctioa time; a d<?bt shown on the annual financial reports as 
being otlier than a curront liability* 'As discussed elsewhere/ loan 

V 

I 

iopayinent periods for long- tenn debts will vary from one to fifty years, 

but will nonnally be more than five years. | 

I 

jSmall as used in this study vhen referring to the size of 
colleges, is a college with an enrollment of less than 2,470 students* 

i 

This figure was selected because the largest school Included In the 
college census had an enrollment of 2,469« | 

Midvestern as used in the title of this study refers to the 
four states of Colorado, Kansas, Missouri and Nebraska* 

Traditional as used in the title of this study describes a 
college that owns a campus and the buildings ther^on^ 

Generally accepted usage should be applicable in defining all 
^^>^et terms used in this study, except as modified by the overall 
context. 

The P r obab l e Va lue and Import an ce of the S tu dy 
This study v;ill determine the adequacy of current methods and 
sources of long-tena debt available to colleges for consideration pur- 
poses. Models of programs to correct some of those existing deficien- 
cies, as dcfiuo.d by the study, vlll be developed and presented iu the 
appendices. 

The material developed by the study, both in coafinring and 
defining the existing problems, and in developing the models, may be 
of value to the field as a general point from Vv?hich thinking could 
start in the development of solutions to individual prohlcins, 

Die dcJla collected to Lost the hypotheses may be useful as 
tlie basis for developing new federal or slate le^lslnMon, The study 



could serve ns a ready rofcvenco to the possible level of acceptance 
by colleges and lenders, of such plans. Models of possible legislation, 
developed and presented in the appendices, may be used as a place for 
lawmakers to start in formulating legislative proposals* The entire 
study could be of value as the factual basis for a planned lobbying 
effort by college representatives to IraplcTnent either one or both of 
the program models. | 

The data in this study should indicate to lenders that there may 
be a demand for long-term loan funds for college construction* It is an 
area that may well warrant more promotion and development by individual 
lenders* The financial community often comes under pressure to par- 
ticipate more fully in the solving of the nation^ s problems. In fi- 
nancing college constructi-)n, the financial community would be contributing 
to solving one of the naticr.'c i^voblems* 

Review of Rcmninin p; Chapters 
Chapter II reviews the available literature of the field, 
presenting it by broad subject groups. These subjects are presented 
in such manner that each can be used as a condensed information base 
without the necessity for cross referencing to otlier topics, wlien 
addressing basic questions. Much data was collected, even though the 
amount of us^ible information gained was not in the volume that liad 
been expected. 

Data Gathering and Analysis is the title of Chapter III. The 
procedure used to gather data, including a <l(^CinlLlon of the census 
from wliich the data vas obtriinod, is prL'seuLod, The chapter also 
contains a full discussion of tliG statistical analysis used to test 
the hypot!\et;es. 



Chapter IV prf^Rpnts the statistical nnalysis of the data 
collected, and discusses the narrative responses that vere received 
during the study^ The statistical data is summarized on four tables 
included in that chapter. 

The conclusions and recommendations for further research are 
contained in tlie final chapter. It also summarizes the data presented 
earlier, along with some of the procedures used in the study. 
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CHAPTER II 
SURVEY OF RELATED LITERATURE 

The llteratare relatad to the general problem of borrowing 
money for long periods of time to pay for construction or renovation 
of private college buildings is very limited. An iadepth study of 
this literature revealed no publication devoted exclusively to that 
problem. In order to provide a canprchensive review of the litera- 
ture related to the topic, as much of the field of sctiool financing 
as possible was considered* Much literature is available relating 
to the procedures used in the financing of tax supported schools and 
colleges^ but little of tnis intormation is directly, or even indirectly, 
transferable to the question as related to private collegcSi 

In an attempt to develop all possible sources that might add 
significantly to this research effort, over sixty sources were contacted 
by mail to obtain reprints of journal articles, a number of biblio- 
graphies and abstract service publications were reviewed, and municipal 
and university libraries v;ere personally visited in seven states* A 
groat c?cal of infornation v;as obtained from the S. Second District 
Congrcss:n3n fron Colorado, pertaining to govcvn-.nental programs • 

The literature review considered specifically eleven major ques- 
tions relating to the basic topic. After introducing the problem, it was 
desirable to explore tlie available literature to dctennii^e that a need 
for nddi t iona 1 fac i 1 i t ics aiul borrowed funds docs ac tually exist . Then 
it was of inUMrst to consider vi»y long-ter.n debt wns once consid<}red to 
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be uiincccptnble, e^wd why this belief may now be changing* The two typos 
of buildings found on cvory cnmpus, nonrcvonue yielding and revenue 
yielding, were explored to determine the special problems related to 
each. The sources of funds and methods of financing were presented in 
some detail and two different applications from other fields were 
exhibited hypothetically. The last items considered before the summary 
were those of length of loan, equity required, the treatment of deprecia- 
tion and considerations pertaining to financial feasibility. 

Introduction 

Johns and Morphet have indicated the importance of the educational 
concepts which staled that everyone should have equality of opportunity 
for the kind of educational program which best meets his need (20:5). 
Such opportunities should be provided in nonpublic supported schools 
and Institutions of higher learning, as well as public schools* Public 
institutions of higher learning, they have reminded us, should be largely 
supported by public taxation, while nonpublic colleges should be 
supported on a voluntary basis from other than public tax funds. The 
Chamber of Coinnerce has acknowledged that education is an investment in 
people and schools must be adequately supported and financed in every 
part of the v;orld (37:2), Eulau and Quinley, in one of their surveys, 
asked a group of legislators and officials where the ^^grcatcst need for 
additional funding'' lay (12:78). The most frequently mentioned need was 
the need to allocate new funds Cor construction. 

In Canada, Waincs has stated: 

It is clear that very substantial ainounts of money will be 
required in each of the next five years to liicet tlie capital needs 
of univers i t ies and colleges if they arc to accoTraodat c the s tudent 
entoH;nont and provide acco;n:aodnt ion for nddllroaal staff, research 
facilities, residents and other services (3^*:35)< 



The Carnegie Coiomissioa rcconimcndod : 

••••that prlVdtG colleges prepare to accept la the next decade an 
Increase which will, nevertheless, allow for a small decline in the 
proportion of private to public college enrollments between five and 
eignt percent (21:55) • 

They were convinced that most private colleges were viable. They felt 

that higher odvication as a whole would be more effective and efficiently 

provided if a dual system of private and public colleges was fostered* 

They stated that on the whole, private colleges are capable of growth and 

utility. 

Russell stated: 

In most colleges and universities the construction of new 
academic buildings is an extraordinary event, an affair that does 
not occur every year, and for that reason special arrangements arc 
usually necessary for the financing of the construction (33:339). 

Special arrangements for financing would generally include some level of 

borrowing. 

Since it appears that private education may be a desirable, if 
not a necessary, part of the American higher education picture, it 
may seem strange to be concerned about the problem of borrowing to 
finance the construction of buildings at these colleges. Individuals 
and businesses borrow routinely for less worthwhile activities. Where 
then does the problem lie? 

Part of the problem is that portions of the lending community, 

along with some educators, believe private education is in a financial 

crisis. They are »nware of authorities in the field such as Jenny and 

Wynn, who have stated: 

As we are writing the text of this report we are once again oware 
of a sense of crisis within higher education circles. At the very 
nornent v;hon liiv^hcr education is s tru<;3l i ng with its identity, there 
is also increasing talk of financial troubles, of substantial defi- 
cits, and ovon of the insolvency of oven larger numbers of private 
colleges and universities (19:vi). 



Rivlin has pointed to the "sub-crisis** in higher education that 

is created by the special problc:ns of private colleges > especially sitiall 

liberal arts colleges, whose costs have risen to the point of placing 

them in increasingly precarious financial positions (32:6-7) • She also 

stressed that many persons view the financial distress of private 

colleges as a disaster for American higher education in general. The 

National Catholic Educational Association has concluded: 

Unless sorne kind of financial solution or assistance comes forth 
soon, many private colleges ^x\d universities cannot hold back the 
consequences of recent and current deficits, much less play a 
dynamic role on the American education scene (25; 26). 

Then the problem is partly seen as one of rapidly rising costs* 

Orwig commented that there were a variety of factors contributing to the 

rising cost per student (26:2)* These included rising faculty salaries, 

need of capital expansion, expansion of more expensive graduate education, 

and a general inflationary trend. All of these problems, and others, have 

caused a number of colleges to actually close. These included Monticello 

in Illinois, Cascade in Oregon, Hirrurt Scott ^:nd Jolm j. Pcrsliing in 

Nebraska, Midwestern iFnivcvsity in lova, Silvemiiic in Connecticut, St. 

Joseph's in Maryland, the Mills Collcv^o of Education in ^"cw York, Cardinal 

Cushing in Boston, and a number of oth;.a"S. Biirich ,ind Tickton pointed out 

tliat : 

In Deccinber 1970, the Carnoylc Co:r;\ission roportod tluit 
two-tlnrds of the private colleges and univors itios in the country 
were f inanciv-^l ly troubled or liending tor trouble. And the American 
Association of Colleges reported that half of the private colleges 
In the U.S. already had or were expecting deficits (13r5)- 

While the ciuthors have hastened to point out tliat there is sorioiis 

d i sagreciriont in the field regarding the actual financial condition of 

private collogi'S, there is no rensonib 1 c doubt that, as a group, private 

colleges are in trouble financially. 



Need for Additional Construction 
The actual need for additional construction is difficult to detor- 
raine since the decision to build can be put off from one year to the next, 
almost indefinitely, in many cases* Need can be dctemiined by a variety 

,of methods including determining the current size of the market and number 
of loans outstanding. Another way to determine need is to estimate the 
useful life of existing buildings and plan for their replacement at 
current market costs, showing whatever adjustments should be allowed for 
changes in population, trends in enrollment and more or less efficient 
use of available buildings. While the author was unable to define the 
need in specific terms through this lit<3rature search, the following 
items strongly suggest that the need for additional construction on 
private college campuses is real, 

Harris estimated that needs for construction for higher education 
facilities (private and public) for the 1960's was between $12,000,000,000 
and $33,000,000,000 (18:322), In the period from 1955 to 1966, it has 
been stated that the capital outlay for construction by public school 
systems increased almost twice as rapidly as the composite construction 

.cost index, therefore indicating the existence, during that period of 
time at least, of a significant need (80) < Calkins has pointed out that 
the government made loans for construction to over 500 colleges during 
this period 1951 to 1957 and exponrJituves for plant and equipment in all 
institutions of higher learning during the school year 1955-56 were over 
$800,000,000 (5:191). Castettcr rcportod that bcLv.oen 1958 and "the 
end of 1965, not less than 950,000 new (classroo:ns) v.'ould be needed to 
hoiK^G A:>oric3n school children" (6:3). Kcoton staled th<it bclvccni the 
bc^'inning o£ 19^35 dad tlie end of 1936, 243 arlditionnl private collegers 
had been esiablisVied in Anerica and that in 1966, sixty-four per cent of 



M .15 
our instituttpns of higher lenrning were private (21:55). 

In 1966, Patterson and Lonssworth reported that the new Hampshire 
College in Amherst-Hadley, Massachusetts, would '^need funds on the order 
of $29,000,000 to plan and build a campus for 14^*0 students'' (23:2A2), 
Plans might require up to one-half of the cost be borrowecj incurring an 
annual debt service per student of approximately $1,000. Burke and Weld 
found that the long-term debt for higher education nationwide averaged 
thirty-two dollars per capita (4:19). That figurc|raay refer only to 
annual debt service, \ 

Crossland has reminded us that America's higher education enter- 
prise is larger than ever before and is still growing. He stated that: 

Daring the twentieth century, enrollraent, staffing, and physical 
plants have doubled every twelve to fourteen years. Today, this 
^ higher education industry requires the services of perhaps a million 
people v;ho are trustees, administrators, teachers, and custodial 
personnel, They are at some 2,600 institutions enrolling more than 
eight million students and annually spending billions of dollars. 
The sheer size of this enterprise makes it a challenge for all of 
us responsible for its continuing development (60:1). 

The noxinal replacement and renovation of the facilities referred 
to by the figures cited in the above paragraphs, may by themselves 
suggest a significant current need. This does not take inta account 
that portion of the earlier need that for some reason or other still 
remains to be satisfied in the future. If only a modest amount of this 
need is provided for Ihroii^^li borrowing, the total nmount of dobt outstand- 
ing will increase substantially, as well as the requirement for funds to 
borrow. 

V.'hcn one cOcisideis tliat this connlry's entire ccono;ny is based 
on the wise ur.e of credit, it ;iay bo liard to believe tliat private colleges 
as a group have not alv;ays been agreeable to borrowing, no matter how 



acute the need, or worthwhile ♦■he end result (80). Many private colleges 
still share this attitude, but more and more are coming to view borrowing 
as Just another acceptable method of financii^g available to them under 
certain circumstances (79). 

However, first some of the reasoning for considering borrowing 
to be unacceptable under all circuiTistances are presented. In IS^^, 
Russell stated that about half of the indebtedness carried by American 
colleges was for construction of new buildings (33:342). He warned that 
a debt of that sort was such a menace to the future stability of the 
institution that every effort should be tnade to avoid it* Particularly 
in the case of academic buildings, which had : ^ -novision for an income 
that anight be used to carry the interor,^ ..dness, it was 

necessary to avoid financing by means of borro-.v-cd funds. In this 
example, Russell chose not to explore the question to arrive at sol- 
utions, nor even to specifically define why debt was bad. He simply 
stated the bias of the times. 

Castettcr has pointed out that, ''The ciuaulative efforts of indcbt 
edness for public education arc not always favorable, despite educational 
improvements made possible by its use" (6:3). Moreover, he stated that 
pa>'ment of maturing bonds and interest has necessitated, in some 
instances, drastic cuts in school current budgets, resulting in curtailed 
educational prograns, salary reductions, heavier teaching loads, and 
demands for general retrenchment. Unsound debt administration creates 
conditions conducive to waste and misuse of public funds, reduced credit 
stand ings , fever educational opportunities , dcmnds for retrenchment , 
financial losses to investors and bond brokers, and a liost of other 
factors which ultl::intely affect the welfare of the school child and 



defeat the purpuses for which the school exists. However, he rn^kos It 
clear that he is not ag^iinst all debt, only thnt which Is unsoundly 
administered. 

Reasons for schools not borrowing have been listed by Chambers 
(8:32)# They included the fact that rapid technological advances tend to 
make buildings obsolete long before the debt is retired, and needs for 
facilities to house new academic programs are generally undefined because 
of the rapid change in the knowledge available and required. The simple 
fact that, even at low interest rates, the interest paid over a number of 
years equals or exceeds the amount of the construction, has deterred 
inat\y scliools* 

Essex has pointed out the possibility that borrowing may tend to 
encourage extravagance (11:32)« Since the amount that can be borrowed 
to be repaid over a number of years is generally substantially more than 
could be obtained on a cash or "pay*as-you-go" basis, borrowers are 
encouraged to give less consideration to the total project cost* 

Jenny and V?yan, in their study of forty-eight private colleges, 

believed they detected: 

.... evidence of increasing difficulties and future financial pres- 
sures which are of a more serious nature. In particular we are con- 
cerned about the built-in fixed costs brought about by debt service 
nnd plant construction (19:5)* 

In other instances the rcpa^nnoat of debt adds nuother fixed cost there- 
fore limiting the ability of the college to change. 

In the assu.Tipt ioiis presented in the first chapter, it was recog- 
ni 5icd that a college generally should not into iny 3110 re debt than is 
necessary. However, it is also assuraed that borrowing is not necessarily 
undesirable uiido.r all c ircu:nstancGS , In fact, under certain circumstances, 
it iMy be highly desirable, for so:ie or all of the reasons reviev;ed below. 



Caotcttcr stated that; 

Despite attendant difficulties, the practice of borrowing money 
for educational purposes has become so thoroughly established that 
it appears to be a normal function of school boards, particularly 
in financing capital improvement programs (6:2), 

He has further stated that before any form of debt is created, a clearcut 

case of need should be established. After the need is established, It is 

! 

his opinion that, "In some circles the notion exists that all capital 
improvements should be financed by long^-term borrowing" (6:6). Castetter 
and Ovsiew also have reported this as a "notion," ' They have stated that, 
"For a community to use its credit wisely is not an economic crime" 
{7:17^0* These generalizations, favorable to borrowing, should serve to 
point out that there is a wide difference of opinions on this question, 

A reason for debt as pointed out by Chambers is that by financing 
academic buildings by pledging future student fees to retire the indebt- 
edness, the result is to shift the cost of the academic plant from 
someone else to the students, on the seemingly plausible theory that the 
buildings should be paid for by those who use them (8:29)* (This point, 
like so many others made in this section on attitudes tov/ard borrowing, 
could be used to support the opposite contention by simply changing the 
omphas is) , 

Certainly, the total annual expenditure will be held clown by the 
Vise of limited long-tenn debt as Handler has pointed out (16:72), Even 
though the interest may double the total cost of a project over its 
forty-year repayment life, the amount budgeted each year need only be 
one- twonlielh of the cnpiL.-^l cost of llic building, thoreCorc reducing the 
drain on the current oval lablc cnsh, 

AaoLlier reason, or justification, for borrowing, is set forth by 
Longcv-'orth and Patterson, as they presented the conclusion L!iat the 



avoriige cncJo'r.*incnt income for all piivate colleges was <nbout $150 per 
student per aanura (23:236), Distribution is heavily in favor of a few 
institutions. In other words, the average private college does not have 
enough incon\e from endowments to finance construction without additional 
sources of capital. These additional sources of capital may well be 
borrowed funds. 

Inflation was an item discussed by Jones. He felt that with 
building costs growing so rapidly, colleges woald be well advised to 
borrow money today and trade the interest costs for the increased con- 
struction costs. "If you are going to build," he said, "now is the time 
(Al:52), Security economist Kaufman also commentnd that: 

The fears that government will not quell the high rate of 
inflation have, among other things, contributed to the binge in 
consumer spending and the increasing willingness to incur debt 
at a record-breaking pace (75:1). 

So long as inflation continues at a high rate, colleges will be paying 

back debt with less valuable dollars. 

To sum up, Kssex has pointed out that school building should be 

financed on a basis that is fair and just to all concerned (11:33), 

Borrowing is fair and just \indcr so.ne certain conditions and unfair and 

unjust under many others. Tlie field must strive to dove lop financing 

methods and philosophies that are fair and just to all. 

Yielding Buildings 
Chambers has oxpl ained that : 

Buildings for cducntlonal purposes are of two distinct classes 
from the vievrpoint of their Cinnncing nnd uses: 1) academic or 
nonrcsidont ial buildings (which do not produce any regular income 
from rental) and 2) rionacadcmic buildings in which a Inrgc part 
of the space is rc^^ularly leased to rcint-paying tenants, lodecrs, 
or other usors (5:25). 

Rcvciiue producing units included donnitorics or residence halls, 



athletic plants i student unions and a whole range of studcnt-servlce 
buildings. Since those generate income they may be facilities that can 
become self-financing. The Federal College Housing Program, £or example, 
Is limited to self-financing structures* Many revenue producing facili- ■ 
ties arc financed by loans to be repaid from revenues earned, on a "self- 
liquidating'' basis in the sense that they will eventually **pay for 
themselves, " 

U^ile the financing of revenue producing projects may be somewhat 
different than financing academic buildings, there is no assurance that 
problems will not arise. Russell pointed out that, "The first caution to 
be observed in undertaking a building project on this basis is to make 
sure that the cntcrprlso is really self-financing'* (33:3^^6), lie pointed 
out that the meic . : [. u ^uxr^e income will be received if the plant 
facilities are provided is not necessarily an indication that the building 
will pay the full cost of its operation and leave a surplus which can be 
used to repay the original cost. Careful consideration is therefore 
needed before an institution rushes into a construction project on the 
presumption that it will be self-financing (33:3'^f6), 

Problems that have arisen to hinder rcpayiiicnt from revenue produc- 
ing units include the loss of revenue £ro-,xi attendance at athletic events 
vhcn the team has a bad year, a change o£ student attitudes that might 
leave a dormitory far from full, or a decline in enrollments that would 
cause a decrease in revenue derived fraa services to students. If revenue 
.decreases below the level necossary to operate the facility and pay debt 
service, the college must obtain funds elsewhere to keep the mortgage on 
the building from being foreclosed. 

Tlicrc is, however, far Crom a nnanf-nous av;roemcnt on how reveriue 



producing ualts should be financed. While on the surface tt may seem that 
the best answer is to have thorn sot up on a solf-f inancing basis, 
questions do arise. In the early 1960's there was a great deal of con- 
struction of student residences and student service facilities in Canada^ 
largely financed by loans. Bladen stated that many were concerned that 
self -financing v/ould put room and board charges beyond the reach of a 
large number of students. He indicated that: 

In practice, most universities irr'icatcd their intention to 
keep their residence charges as low as possible. They would like 
to service the loans in whole or in part from general university 
funds (35:46). . ^ ' 

To plan to repay the debt in part from general university funds would 

seem to be a more flexible method than requiring that the project must be 

entirely self -financing. Again, it is evident Lhat each project must be 

evaluated individually, as few projects meet all the requirements necessary 

to accept any financing method as a generalization without careful study 

and necessary modification. 

The other class of buildings on campus is the academic or non- 
residential building, Harris said that, "Perhaps the toughest problem 
is the financing of nonravenue yielding buildings" (17:66). 

Chai'ibers has tended to support this by staling that: 

structures to house classes, seminars, laboratories, libraries, 
lecture hnlls and faculty or administrative offices carry with tham 
no cxpnclation of inco;:ie from their operation and tlierefore can not 
be self -liquidating (8:27). 

Financing tlie costs of nonrcvenue yielding buildings is therefore a one- 
way operation fran which the institufion oxpocts no return. Tt must 
obta in the necessary funds from such sources ns ^ji Cts , 1 ej;rs 1 alive appro- 
priations, student foes, or so\i\(i fonn of borrowing. If "some form of 
borrov;ing" is vu;ed, Llie problem re ^iiiirng Is still one of repa>":,icn t , but 
the collcT^G has one less optlon^-lhc project i-iay not be self- liquidating. 
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Therefore, other sources for repnyincnt must be developed, but these will 
not be explored here. 

Sourc es and Methods of Financing 
Sources and methods of financing are considered descriptive in 
nature in this section and are used interchangeably. 

i 

There are many sources that a college should explore in its search 
for long-term loan funds. They include local banks, pension trusts and 
insurance companies, bond underwriters for taxable bonds and tax-exempt 
bonds under revenue ruling number 63-20, state higher education building 
authorities and federal governiTicnt loan programs. 

Castetter and Ovsicw stated that, "The notion is widespread that 
all capital improvements should be financed by long-term borrowing" (7:171). 
V?hile it is true that many capital outlays are financed by long-terra loans, 
the capital need contains no intrinsic factor which dictates the method by 
which it is to be financed. They indicated that it was quite conceivable 
that any one or any combination of methods might be employed in financing 
capital needs. 

Corbally stated that, "This discussion should also make it clear 
that the mechanics of borrowing money for school capital outlay purposes 
arc quite involved and technical" (9:228). This will probably become 
increasingly evident as other pliascs of the borrowing process are des- 
cribed. He strongly recommended the use of a bond attorney or other 
financial consultant, and ca;cneated orx the strange but true occurrence 
that oxperionced administrators almost always seek assistance \vhilc the 
novice is Hkcly to overlook this sort of aid. Barron also indicated the 
need to obtain liclp in the fovra of an a^ont, v.-Jio will act as a "finder" 
and negotiator, in securing financing (56:65). 
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Killcnbcrg said, '^Of the sources available for borrowing, the 
local banks arc the first group to be considered" (67:56). The biggest 
advantage to financing locally may well be that the school is dealing with 
someone who is familiar with them, and the local banking community can 
be assumed to have a strong interest in local community institutions. 
Other advantages are that there are generally no special fees involved > 

there is considerably less red tape, and the funds usually are more 

t 

rapidly available than from any other source. Offsetting these advantages 

may be a higher interest rate, and the fact that the total funds available 

may be somewhat limited. 

It was stated by Barron that in some instances banks do have excess 

funds and might make term loans for as long as ten years (56:80)* While 

these might not be generally available, banks will sometimes be willing 

to carry the first seven years of the financing, and arrange with an 

insurance company to carry the loan'' from the seventh to the twentieth 

year, He commented that: 

Banks are usually flexible with respect to principal payments 
prior to maturity and generally are willing to permit prepayment 
without any call penalty as long as the proceeds for such purposes 
are not obtained from a loan fran another bank. An added cost of 
such loans, as cojipared with olher types of loans from nonbank 
lenders, is the cost to carry a deposit account as a compensating 
balance (56:81). 

It appears that in the opinion of Barron, the local banker should 
be the' school's first contact. That contact may well become the actual 
source, or lead to one of the sources of funds, ^ 

PcMision ,tru^ts nnd Inj^urancc jrompanic^ 

Pension trusts and Insurance ccnpanios have been a major source 
of building financing for years, Botli have Iru'^c sums of money v>hich inu' 



be invested* Some will purchase bonds issued by the school, and others 
will tnakc mortgage loans diroctly to colleges. However, because this is 
such a large, well kno^Ti^ field, further specific reference will not be 
tnade about it, except to recogni:(2e that the college's insurance company 
should be contacted early, as well as its local banker. 

Bonds 

Long-tem instruments of indebtedness afe known as bonds • As 

Corbally has explained: 

Essentially, n bond is an instrunient of indebtedness with a ^ 
specified face value and contains the promise of the school to 
repay the face value of the bond (the principal) plus an agreed- 
upon interest within a specified period of time (the tenn of the 
bond) (9:228). 

Bonds are called serial bonds or term bonds depending on whether both 
interest and principal are paid throughout the term of the loan, or only 
interest, vjith the entire principal being due at the end of the tenn. 
Bonds are also classified as secured (mortgage bonds) or nonsecured 
(debenture bonds), A private college will generally attempt to issue 
revenue bonds secured by the new building (80), 

Much financing by private colleges will be by the sale of taxable 
revenue bonds. These instrvrnonts are becoming more popular as a means of 
securing funds. Killcnbcrg lias explained, ^'Revenue bonds quite frequently 
can bo issued for a lov;er interest rate and for a longer period than funds 
obtained through the local bank" (67:56). They often can provide a 
larger total loan than that obtained through local banks. 

Tnx-oxc;iipt beads may be issued by a not-for-profit corporation that 
noets five requirdonts set forth by Revenue Ruling Nunber 63-20 issued 
by the Internal Rcvcntie Service on Jr^nuary 1, 1963. The ruling required 
that 1) tlie rorpora t ion ' s nctivities umst be essentially public in 



nature, 2) it must be nonprofit, 3) its income must not inure to any 
private person/ A) a state or political subdivision thereof must obtain 
title when the debt is paid, and 5) the issue must be approved by that 

political body. Scars pointed out that the bonds do not have the full 

I 

faith, credit and taxing power of any political subdivision so the revenue 
generating ability of the college must be strong (72: 129) • Since the 

i 

interest income is exempt from all federal income taxation to the inves- 
tor who receives it, the college can place it at a lower effective 

I 

interest rate cost. Also, such bonds may have a life of up to forty 
years. When the institution is debt "free and clear" it must be trans- 
ferred to> the political body. However, as Van Meter indicated, the 
municipal entity may own and operate the institution, it may transfer it 
to someone else to operate, or it may simply return the institution to the 
op;.rating corporation (local law allowing) (70:8). Also, since it will be 
thirty to forty years before the government takes title, this delay may 
make any practical objections almost meaningless. To date, this method 
has been used very little, if at all, in the field of private higher 
education. 

Tax-exempt revenue bonds issued by an educational authority are 

gaining 50;?.c publicity in Oflucntional and Cincincial circles, Becker 

h.-^s described educational authorities as state or local agencies: 

. . . . r :^pov;crccl to raise funds tlirough the sale of tax-cxompt I'cvcnue 
bonds to finance capital improvements at private, nonprofit institu- 
tions providing a program of education beyond the high scliool 
level (73:1). 

He further stated Ihnt bonds issued by tlic AntlioriLy are not obligations 
of the State or the Autliority, but are secured by and payable solely from 
revenues pled-ed for pnynent in accord with n Bond Resolution and Trust 
Indenture. It w.is fell Cinnncing capital ii^^.provo.acnts tlnoiii^h such 



nn Atitliorlty could result in a savings in interest costs of as much as 
two per cent. Creation of an Authority makes another type of financing 
available to colleges. Most authorities include the ability to finance 
both educational facilities and health facilities (hospitals), but most 
authorities appear to be used alniost exclusively for one type of facil- 
ities or the other probably due to the political situation (76). 

In 1973 Kavanagh, a leader In the field of educational authorities, 
identified fifteen states that had adopted legislation creating state 
health and/or educational authorities, designed to aid private nonprofit 
educational institutions in raising funds for construction or improvement' 
of facilities or for refinancing outstanding debts (76:1-2). He felt the 
advantages included lower interest costs, financing over longer tenns, 
relative ease in raising money, lower '*up-front*' expenses as compared to 
other types of loans, and the availability of funds pricr to otart of 
construction. This ellininates the usual costs of Independently financing 
the project "during the construction period. Another significant advantage 
is that the property Is mDrtgaged or, if conveyed to the Authority, 
reverts to the institution when the loan is paid* Note that this is 
different in this respect from the 63-20 method described earlier. 
Refer to Kxhibit 1 that outlines sample provisions of a State Kducalional 
P'ac ilitf.es Autliorlty Act, 

Tlie [injor objection to Authorities ns seen by some investors has 
been that the bonds are not backed by the '*full faith and credit'* of a 
government subdivision. In Nm; York, one of the rotates tliat currently 
lias a boivling nutliovity, soic of Iha Asse.tiblynon havi2 been advocating 
bonding witli a state gnarantoe of the debt (12:73). This action would tend 
to lower interest rates bceauso it would decrease the investors^ risk. 



Howeveri passage of svich legislntion is not currently considered very 
likely because of the possibility of a state having to purchase so.ixc 
defaulted bonds. Hudson, in his study of the Indiana school finance 
picture, found that there were no state guarantee's against possible 
default of school bond obligations , and recomniendcd that a stu^y be made 
of the feasibility of state guarantees of local bonds (^40:2KO- 
Lease-rental obligations and supplementing local bond issues with issues 
of an ruthority, connmission, or agency of the state were also to be 
studied. 

Fed or al lo an pr ograms - ge neral 

There are only two basic Federal goveni^T^ental loan programs, 
which have as their purpose, the construction of buildings on college 
campuses* They are the Department of Housing and Urban Development (FHA) , 
College Housing Program, and the Department of Health, Education, and 
Welfare, Office of Education, Higher Education Academic Facilities 
Construction Program, Tliese will be called the housing program and the 
academic buildings "program. Referring to an earlier section of this 
chapter, the housing program is for reveuue-producing buildings, while 
the academic buildings program is for nonrcvcnuc yielding buildings. 

Col lc?,Q h oil sin?; 

. ........ - , jJ 

There are d irec t Lhree per cent in tc rest government loans made 

to public and private nonprofit colleges, and tlicre arc grants to reduce 

private loans Lo an effective Llucc per cent interest rate. Rivlin 

described the Housing Act of 1950 as authorizing: 

,,»»thc fo<!Gral goveriv,.M^t to innkc long-torm loans to colleges and 
univorsifios for Lhe l oiis trucL i oa of f.-UMilty and stiujcnt housing, 
inr: luf.l i ny duViU t uri es , .'iparl'ix nts , sin.^l c- f. ni ly un i Ls , and Improve- 
ments to existing residential buildings (32:101). 
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All nonprofit institutions of^higher education, both private 
ond public, were declared eligible to npply for the loans. The program 
got off to a slow start since, due possibly to the influence of the 
Korean War, It was required that all loans be defense-related^ all had to 
go to colleges expanding their ROTC units, working on defense contracts, 
and the like. After the close^of hostilities, most of these restrictions 
were removed in August 1953. The oiTiendments of 1955 expanded the eligible 
projects to include cafeterias, dining halls, student unions, infirmaries, 
and other service facilities, as well as actual housing. By June 30, 1959, 
fifty-four per cent of the eligible private nonprofit four-year institu- 
tions had applied for college housing loans. Of the 1,089 private 
institutions who applied by June 30, 1959, it appears from Rivlin's 
figures that 685, or slightly over sixty per cent had been approved 
(32:103), Calkins agreed v?ith these figures stating that, "From its 
inception in 1951, to 1957, loans of $583,000,000 to over 500 (private) 
colleges and universities have been approved" (5:191). The Housing and 
Urban Development Act of 1965 continued the college housing loan program 
with no basic changes. 

The Educational Facilities I.aboratories staff comment that, 
"The College Housing Branch of the U.S. Department of Housing and Urban 
Dovelop;ncnt (HDD) sees remodeling of existing donaitories as the big 
challenge for the next decade" (39:21). Because there has been a great 
deal of talk about renovation but very little action, the department 
suggested collcfjcs sliould inake rnaovnlions extensive enough to create a 
significant clvinge in living pattovns* However, it also sug;;^G,sted that 
tin's change not be so exLeiisive that l)o:uied inf^eblcclnoss bcrc.ne 

uw.vieldy, Tbvey co:vv:'nlcd t;iat iiosl <ior,ail cries < arry an existing debt 
O of $2,000 to $5,000 per student. According to HUD, it is economically 

ERIC 



safe for a university to increase thisr indebtedness to between $7,000 

and $8,000 to finance renovations if necessary. It was not njcntioned 

i 

how many of tlicse dor^nitoiics currently had a IIUD loan on them that were 
in danger of default if they were not renovated so that the students 
would move back into them. Refer to Exhibit II which outlines sample 
provisions of a program to insure private loans made to eligible colleges. 

1 ' . . ■ 

Ac ademic facilities loans 

The other major federal government loan program for colleges is 
the Loans for Construction of Academic Facilities, administered by the 
Department of Health, Education, and Welfare (HKW) , Office of Education. 

In 1958 Harris contended that the federal housing program provided 
loans for dormitories, but a new federal program to provide grant-in-aid 
support for academic building was sorely needed (17:66). 

More than two years after the enactment of the college housing 
program, the Higher Education Facilities Act of 1963 (Public Law 88-20''O 
was passed on Daceiiiber 16, 1%3. It is to provide grants to reduce the 
cost of borrowing from private sources for construction, rehabilitation, 
and improvement of academic facilities. Public Law 88-204 required the 
applicant to finance at It-^ast one-fourth of the devGlopmoiit costs from 
nonCo-dernl sources (44:9), the 1966 amendments in Public Law 89-752 
s]5:ply oxLcndcd the orlgiivil law by three years (45:3), and Public Law 
9?-3]3 passed in 1972 further amended PL 88-204 by extending it to June 
30, 1975 , and aciding mortgage insurance for private loans made to non-- 
profit i nr^ 1: 1 tut i ons of hi-jl;er loainin^^ (46:61-63). 

Table 1 i.uUcates r^ppvoxir^atcly $400,000,000 in loans* If the 
nc*?d is well over $12,000,000,000 as pointed out tnrlinr, this program 
or one si milar -ay neod Lo be sludind for possible fxpannion. 



TABLE 1 ; 

LOANS FOR CONSTRUCTION OF ACADEMIC FACILITIES UNDER TITLE HI 
OF THE HIGHER EDUCATION FACILITIES ACT OF 1963 

(Public Law 88-20A, as amended) j 



1 




Number of 




Amount of 




NujTiber of 


loans made 


to Amount of 


loans made to 




loans raade 


schools in 


loans made 


schools in 


Year ending 


throughout 


Colo. , Kans 


., throughout 


Colo. , Kans. , 


June 10* 




Mo. , 6c Nebr. the nation 


Mo. , & Nebr. 


1965 


132 


5 


$107,706,000 


$2,503,000 


1966 


U3 


8 


99,789,000 


4,837,000 


1968 


240 


8 


150,000,000 


4,295,000 


1969 


39 


2 


7,799,000 


206,000 


1970 


10 


none 


4,773,000 


none 


1971 


21 


2 


13,728,000 


839,000 


1972 


19 


2 


11,074,000 


1,230,000 


Totals 


604 


27** 


$394,869,000 


$13,910,000 


* Infomation for 1967 


is not available 




1 Colorado 


1, 7 Kansas, 


13 Missouri 


and 6 Nebraska. 


All but one of 



these colleges were private nonprofit. 



Source: U*S . Department of Health, Mucntion and Welfare, Office of 
Educhtion, unpublished annual inLernal manageiTient reports 
obtained by U.S. Congre3S::ian , Donald G* Brotzman (R-Colo), 
October, 1973. 

Oha:.ibers rO'anonLcd Ihal in recent yc^n'r, both private and public 
colleges and universities have hnd accpss ible t o I h i u^idor .appropriate 
circumstances both oiitrir^ht Tyrants aiid low i - * o;rj af^encies 

of the federal 3overn:nent (8:33). Thr-;e lo.i:!; .. red at least p.irt of 



the cost of specific types of academic facilities. 

Not only are these provided for under the Higher Education 
Facilities Act of 1963 and in its extension in the Higher Education Act 
of 1965 (and 1972); they are also found in contemporaneous acts relating 
especially to facilities for education in the medical and paramedical 
professions. And in the several other acts of recent years authorizing 
and funding prograros of contracts and grants for university and college 
research projects and related enterprises, available from more than half 
a dozen major federal agencies, a substantial but apparently not 
precisely ascertainable fraction of the total of federal funds is ln\^fully 
used for necessary new physical facilities. 

It appears that in the near future many, if not most, of the 
above-mentioned federal aid programs may be consolidated under one 
federal legislative authority giving much greater responsibility to the 
state and local governments for administration of the program. 

SiuTOary of sour ces c^nd neth ods of fi n ancing 

While the possible sources nnd methods of financing are limited 
only by the individual school's itnagination, some generalizations are in 
order. It appears best to approach the local bnnker and others whom the 
school has done business \vith, first, early in the planning phase. The 
bank loan, if it can be obtained, may be the easiest and least expensive 
method, Taxable revenue bonds nppcar to be the most popular method in the 
past, but now tax-cxoinpt scl^enes, while not hnavily used to date, offer 
the pro.ni.sc of numerous benefits ns the field becones more faml] iar with 
their use. Federal ^oveir^.cat programs have been v?oll received in the 
pnst, but may have fallen short of meeting the need. There is great 
current iulfrost in ^oveip.ion t loan pro£;rn:is, so new loan prOi;r«i:i?s will 



quite possibly be developed in the future. 

I.ent>th of Lonn 

Cnstctter mid Ovsiew have said that there is no precise index for 

measuring the term for which indebtedness should be contracted (7:175). 

The following opinions, however, are common: i 

I 

! 

1, Twenty-five per cent of the debt should be retired within 
a five-year period. This is tantamount to the provision 
which holds that school indebtedness should be liquidated 
within a period of twenty years; 

! 

2. The life of the debt should not exceed the life of the 
improvement . 

The.sc are rules of thumb and may be appropriate in many instances. 
However, it is quite apparent that they cannot be followed blindly. For 
example, if the estimated useful life of a school building is fifty 
years, following the latter index to the allowable extreme, would keep 
many school districts in perpetual debt. 

In some cases, the practice which is followed is that of taking 
advantage of thn. maximam term of indebtedness permitted by law. Because 
many statutes pennit bond issues to run for thirty years, this maximum 
term is often adopted by school districts. 

A more realistic index than the foregoing \r\ay be district financia 
nbility. If indobtcdiiGSS cr^n be retired within a ten-year period without 
affecting unduly the educational program or the debt margin, a longer 
term should not be necessary* 

Calkins reported that in 1959 tho college housing loan program 
authori^:ed fifty-year loans (5:191).'- The m<ixii,inia practical limit in 1972 
appeared to be forty years. Public Lnw 88-204, as a:,icndod, also sets 
forth fifty years as the rnaxiinun loan rcpayiiicnt j)Griod under the Academic 
Facilities Pro^i^rnin (64: 9), Kavan-igli pointed out tliat the mrixinum term 



uudcr moat state educational authorities is forty years (76:4) » Kenny 
said that in the hospital financing field, which has much In jco:nraon with 
the educational faclli:ics financing field, the maximim term' is fifteen 
to twenty years (77:8). The FHA Insured Loans for Hospitals Program is 
twenty-five years as a maxiraura mortgage life. 

It Is, therefore, difficult to determine what the length of a 
college's indebtedness should be since so many factors are involved, 
Hudson however, recotnnended simply, "The length of the term of a bond 
issue should be as short as practical*' (40:214), 

Equit y Requ ired 

It is always difficult to determine what the maximum per cent of 
the total project costs should be borrowed. 

Kavanagh pointed out that under a state educational authority, 
"equity requirements are low--it is conceivable to finance 100 per cent 
of a project" (76:2). FJIA type government insured mortgages generally 
require ten per cent nonborrowed equity, while the Academic Facilities 
Loan Program, Public Law 88-204, requires tlie applicant to finance at 
least one- fourth from nonfederal sources (44:9) • 

The Carnegie Con:nssion in i^IO (36:72), and Fein and l-Jcber in 
1971 (K+:203), agreed that medical colleges have a very difficult time 
raising the fifty per cent equity required by most go/crnmcnt-supportcd 
medical school financing programs, and recoiiiT^ended that the equity require- 
ment for liiedical colleges be lowered to twenty-five per cent or less, 

Ifos't private leuuers require twenty- five to fifty per cent non^ 
borrowed equity. V.'hile this may be reasonable, it docs make it difficult 
for the col lege to n a t i .s f y the roqu i rcmont s for reccivi rig the 1 oan< It 
appears l]\:\t the ^-iioimt of equity required should be .is high as po;5!iible 



but uot so high that the college cannot take advantage of the needed 
financing. 

Treatment of D epr eciat ion 

Depreciation is a term used in accounting to show the expiration 
of a fixed assets fund of usefulness. As a building wears out, the 
accounting records show a dollar amount expiring each accounting period 
(usually a year). At the time a building is put into use its useful 
life must be predicted so that Its depreciation may be allocated to the 
several periods in which it vill be used. 

Items that influence the wearing out of a building include not 
only the wear and tear and the action of the elements, but also the addi- 
tional factors of inadequacy and obsolescence. Essex explained that 
depreciation and obsolescence operate in a similar manner (11:22). As 
socn as a building iJ constructed it begins to wear out or depreciate. 
Nothing is more cer:ain or more regularly recurring. Obsolescence is not 
so certain; it dep^^nds upon the rapidity of the change in educational 
philosophy Oxnu procedure. Nevertheless, obsolescence, as well as 
depreciation, must be considered in detennining annual accrual cost. 

While there are any number of ways to record depreciation, it is 
satisfactory for purposes of this paper to simply explain the method which 
divides the life of the nssct by its rcplaccuient cost and records that 
fraction of tlie cost to a depreciation account each year. This has been 
done in industry for years. More recently, the hospital field has 
chargc^d ,dcprcc int ion to increase their char^e^^; ( o [jationf. s, Vs'hich 
Incroascjd tlicir inco.ae and thereby v;^^.s used as n source of ndditional 
funds to be used to repay principal drbt (76) , 

To i^nkci a \/ork.ible cstiiMte of the us^-ful life of a buihii.ni; for 
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doprcciation purposes, It is necessary to know how long the building can 
reasonably be in use, Harris said tliat, ^'Enterprise writes off Its plant 
in ten years where institutions of higher learning take fifty years*' 
(18:322) • Linn, in 193A, stated that the useful life of fireproof, modern 
school buildings was eighty to 100 years. Many educators today, if asked 
to speculate on the useful life of a well-constructed and maintained school 
building, might well guess forty to fifty years. What this estimate fails 

i 

to take into account is the shorter life of such things as air-conditioning 

) 

systems, heating plants and plumbing systems* The American Hospital 
Association figured these items of fixed equipment wear out in twenty to 
twenty-five years, where the concrete building will depreciate over forty 
years (1:162). Therefore, given the high pcrcentstge of major fixed-equip- 
ment cost in any modern school building, it would be fair to estimate that 
the combined depreciation charge i/ould be four per cent per year or the 
v/riting off of one twenty-fifth of the total project cost each year. 

Morris yaid that, ^'As most colleges now keep accounts, the annual 
operating costs do not include capital outlays for buildings'' (21:58)* 
Jenny and \!ynn pointed out that in a study of sixty private four-year 
liberal arts colleges, "Accounting practices differ markedly among the 
institutions in the sample" (19 :vii). IVaines stated that, "Sonie universi- 
ties charge expenditures on renovations to capital nccount; some charge 
tlicm to operating account" (3A:37). Tliis points out that Ihorc is- little 
agroe;ricnt in the accounting practices in institutions of higher loarning 
today. 

This nakc^s it difficult to d I cMiiii ne irttial r(;s(:s. As Price 
pointed out, it makes it fi.ipossible to set student fees on ntiything 
resrrabl lug a {or,t basis so long as costs arc not 1<iiov.[i (?8:196). Jenny 
explained that because of inadequate accounLing in hi^licr (Mhication for 

O 

ERIC 



the capital cost component, current statistics on education costs exclude 

the bulk of capital costs in colleges (65: The Association of 

Ualvcrsitios and Colleges of Canada reported that: 

In accordance with any general practice of university accounting 
it does not include any charges for depreciation, for extraordinary 
repair or renovation expenses, or for capital improvements (2:18). 

That omission of any capital element from the plant maintenance costs 
obviously resulted in a serious understatement of the total cost of unlver 
sity operation which must be kept in mind whenever the figures are being 
reviewed or compared. 

What is presented for consideration is the idea that in order for 
the school to obtain funds to repay debt, students should be charged an 
amount equal to the amount depreciated that year* This amount of money 
would be placed into a fund from which a major portion of the debt repay- 
ment and building renovation would be paid, There is a good chance that 
additional amounts would have to be placed into the fund from other 
sources, but this depends on ?nany individual factors incli^ding amount of 
debt compared to the remount of facilities that are being depreciated, and 
so on. 

As Russell pointed out in 1964, charging and funding depreciation 
"is not at all ca^mon in educational institutions" (33; 344) • But if the 
pv'acLicc of charging depreciation is established, the National Coinmittce 
on Standaz"d Reports for Institutions of lU^^lier Kducation recommended in 
1931 that, "Depreciation funds should be represented by cash assets" 
(43:16), Such depreciation funds would^^prcsin^nb ly bo created by transfers 
of cash {.xo7\ current fund accounts, 

DC't t^rvn ning Finnnrial Foaslbilit^y 
It r.poenrs obvious that no IcMider v;ill make a loan to any colle-^e 



without first dotcmining how much of 'a risk there is that the loan will 
not be repaid, Every lending firm has a person, or group, who review the 
requests for loans using their own criteria. If the request meets its 
criteria the loan is judged to be feasible. If it fails to meet those 
criteria it is rejected. 

One reason for lack of attention to the private nonprofit college 
field may be due least partially to relative size. Public schools 
borrow so inuch money that the term ^'school debt** may automatically suggest 
repayment from general obligation tax funds. Individual school income 
and management under such circumstances take on much* less importance 
when the debt is secured by tax revenue-. Should this research have been 
directed toward public school finance, the literature review may hf-^ve 
been many volumes long on this subject alone. 

The researcher studied the many books on school finance listed 
in the bibliography i-nly Lo find, nt best, onc-scntence connncnts or 
incoT.plete references to other infonnatiou sources, pertainiiig Lo dcttir* 
mining the ability of a nonsovernjnental college to repay long-term loans. 
This docs not infer that such information is not available. It simply 
points out that such infonnhtioa has not been p;iblished. Information is 
available in great detail from many confidential sources that have had 
much expcrioncc \':ith the subject including lenders, consultants rmd some 
individual colleges (see nlso Appendix D) * 

S\sr,p nry o f _ hi t or a t u r c_ Rev i c w 
Th is .ourvcy dC rolrilcd 1 iLcrnture U<iS prrr.cntcd tlie current think- 
ing in the field ^ibout the problem of financing college facilities with 
long-term tlebt. It hns brco.nc apparent that there is little ngreement 
on a nuirib c r of i; npo r t a [i t i t. c :n s , 
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The literature rovoalcd Cat loss information than had been anti- 
cipated. However, many sources were found to contain small iterrts of 
information relevant to the subject unler consideration^ When added to- 
gether the value of the composite far exceeded the worth of the sum of 
the individual items* 

What is the actual need for new construction? What do the lenders 
and colleges themselves think about long-term loans to private nonprofit 
colleges? Arc there adequate sources of funds to meet the needs, and 
have satisfactory methods been developed to make those funds available? 

It was indicated, for example, that substantial amounts of money 
will be needed to meet the capital needs of colleges. Attitudes toward 
borrowing to meet those needs, hov;ever, were quite diverse. One author 
stated that some college administrators believed all capital improvements 
should be financed by long-term borrowing. Others, however, pointed out 
that many private colleges share the attitude that borrowing was not 
acceptable under any circumstance. 

Much discussion has been presented on each question but few 
absolutes have been developed. It is, therefore, necessary to look at 
each proposed project as an individual, unique situation before coming 
to any conclusion pertaining to it. 



CliAPTER III 
DATA GATHERING AND ANALYSIS 

Procedure and Q uosti onnalre D evelopment 

After developing the hypothesis and subhypothescs , two question- 
naires were used to test them (refer to Appendix A). 

One questionnaire was for the colleges and the other for the ^ 
lenders. To test some of the individual hypotheses, it was necessary to 
have input from both colleges and lenders. Other hypotheses required 
input from only one of the two sources » 

Neither of the questionnaires was over eleven questions in length. 
They were short questionnaires which included bablc **Yes-No*^ type 
questionSi However, in addition to the "Yes-No** questions, respondents 
were encouraged by narrative questions to discuss in depth the reasons 
behind their answers. Therefore> each hypothesis could be statistically 
tested, and iufonnation would be available for narrative presentation of 
supportive material. 

In order to maxinuxe the return, a cover letter was dcve}opGd to 
introduce the study* The iinportance of the questionnaire and the roason 
for the study v;as explained. Each letter was currently dated and individ- 
ually signed. The recipients were assured that the questionnaires were 
confidential * 

The first mailing of the questionnaires v^'^s sent to ninety lenders 
.ty colleges \ulhin a threo~day period prior to Scptcrtber 24, 1973, 
iod of tVirce \jeoks following that date was allowed for tlic return of 
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tho quostionnnires . Thirty-three colleges and forty-four lenders returned 
questionnaires from the first mailing. Seven of the questionnaires from 
lenders vv-ere not co;npleted, so these were also included in the second 
mailing* t 

! 

At the end of the initial three-week period, on October 12, 1973, 

i 

the second mailing was made to twenty -seven colleges and fifty-three 

t 

lenders. The second mailing included the original questionnaire and a 

reminder letter requesting cooperation. By November 2, 1973, three weeks 

I 

later, an additional seventeen questionnaires had been received from 
colleges and twelve from lenders. The total satisfactorily completed 
questionnaires received at the end of the six week period was fifty (or 
eighty-three per cent) for colleges and forty-nine (or fifty-four per 
cent) for lenders. 

Some questionnaires were received after November 2, 1973. While 
they were retained, no imaediate use was made of them in the statistical 
analys is . 

The Collccc Census 

Because of the relatively small number of colleges in the four- 
state area of Colorado, Kansas, Missouri and N^obraska, it was dctcnnined 
that the total population would be more valuable than a sample. 

A census is tVie universe or "parent" population. In this instance 
the finished return consisted of a sample made up of those in the universe 
who chose to return the questionnaires. 

The nr::nns for the collr^^n rr.nr>ii'; wore ohinined by ro for ring to the 
listings in the National Center for Kducational Statistics, jyiLPA^LPJiil 
Dijectorj^, Higher J^dn^JltJon , 1972~73 (^i7). All colleges indicating a 
type of conlrol otlier than federal, state, locwil and profit making, and 



indicating their highest acndcmlc offering to be at the **four or five year 
baccalciureate^' or higher, were included. There was a total of seventy 
nine colleges that met these criteria. : 5 

The list was reviewed and it was determined that nineteen of the 

seventy-nine colleges did not meet the definition of a *'small, nonprofit, 

j 

traditional college/' and those were removed from the list. 

I 

Thirteen of those removed from the list were removed because they 

were schools of theology and offered no other course of study. Two were 

t 

removed because they were specialized institutes of music and art. The 
other four were removed because of their size. Their enrollments were 
11,221, 9,158, 9,119 and A, 172 students respectively, and therefore by 
definition not considered to be small. 

The remaining sixty colleges on the list comprised the census or 
total population as defined above. They had a total enrollment of A9,730 
students in 1972. The colleges ranged in size from a low of eighty-nine 
students to Llie high of 2/j69 with the average (mean) size being 828.833 
or 829 students. The median fell between the enrollment figures of 711 
and 7 38, and the mode was 600 and 800, when the enrollment figures were 
rounded to the lower hundred for each college. 

' The Lender Census 
It was calculated that a statistically valid random sample of tlie 
entire nation's lenders, given the available listings, v;hich are found 
mainly in the director ies of professional organizations, would require a 
staple of rpproximately 785 institutions. Eeing a random .sn-iple it could 
be assumed tliat a rol;Uivc nuniber of local lenders would he included. 
Since one of tlic ar^sviapt. i ons of the study was that the college would 
u.sually rippronch a local loruier for rou^isol and advice, if not actually 
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a loan, before going to nonlocal sources > it was decided that a census 
of the institutions in the three-state 'area was acceptable for use as 
the data base. . I 

The questionnaire was sent to a census of ninety lending insti- 

I 

tutions geographically located in the states of Colorado, Kansas and 
Nebraska* Due to the fact that these three states furnished a large 

i 

enough number of lenders, there was no need to include the state of 
Missouri as was done in the college census. ^ 

The sample was developed by contacting, by questionnaire, every 
appropriate institution listed by the Roster of Members in the 1973 
Directory of the Mortgage Bankers Association of America (24) for the 
states of Colorado, Kansas and Nebraska, Of the ainety-five naiT^es 
listed, five were deleted as not being true financial institutions, or as 
being branch offices of parent institutions included elsewhere in the 
census* The Mortgage Bankers Association of America, from whose member- 
ship the lender census v;as drawn, is an association whose purpose 
includes preserving and improving the mortgage banking correspondent 
system and encouraging its use i^ the making and servicing of mortgage 
loan investments. The membership is selected from business organizations 
(i.e., banks, pension funds, insurance companies, etc.) whose major 
activities include originating, financing, closing, selling and servicing 
mortgage loans on veal csLaLe (24:329). 

It was aS5u;ned that while many lending institutions were not 
members of this professional national association, the majority of the 
larger, more active firns v.ere included. T1k?so were tlio firms that would 
be mo'st likely to involve theiiiselvcs in flnrincing tlie construction of 
large pro jcc t s i nc 1 ud ing rducnv. i onal f ac i 1 i t i cs . 

V/liile no atte mpt v.'as iiarle to e«~'nera] ix.e outside of Lhc defined 
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universe, it must be noted that because of competttlon in the financing 
field, there is little difference between a lending institution in one 
geographical part of the covintry and another. Also, since it is common 
practice for a number of financial institutions to '^participate*' (t.e», 
each fino or institution loans only a portion of the total amount of funds 
required) in a loan, especially a large loan, local lenders often partici- 
pate only in a small portion of the total loan amount. The other 
participating lenders are often located la a wide range of geographical 
locations. In other words, the size, type and specific geographical 
location of the lending institution would appear to have little effect on 
the validity of this study. 

It Is recognized that this census or sample is composed of lending 
institutions that generally make mortgage loans. This is to say that they 
loan money which is primarily secured by a mortgage or first lien on the 
property constructed. Bond or security houses, on the other hand, 
generally specialize in the issuing of bonds, backed primarily by the 
pledge of revenues, which are sold to firms or individuals as long-term 
Investments. It was assumed that this population was satisfactory for 
the purposes of this study as the decision to use either bonds or mort- 
gages is uor.r^aHy ntrlvcd at after the items considered by this paper 
have boon fully studied. It v:as also noted that many incmbers of the lender 
census have other ckpar tinr^nts , including Dior^e conccrnod entirely with 
so,Tie facet of consulting about, underwriting or distributing institutional 
bonds. 

Exp 1 a n/i I i on o f S lr\ 1 5 s r i cja 1 c\ 1 \ sjj5 
It is oflon desiic'ble to peiforia statistical analysis on data that 
is derived fro.i qurs t i onnai res . ■ This data is nonpnrmac t r i c in nature as 



it does not depend on particular population parameters such as mean and 
variance. Questionnaire data often do not conform to a particular 
probability distribution. The Chi Scjuare (X^) test is suitable for test- 
ing hypotheses concerning frequencies, ratios or in comparing the 
frequency of observed responses to the frequency of responses expected 
under a particular hypothesis, 

2 

The null (Ho) hypothesis under a X test is that there is no dif- 
ference in the observed and expected data. The alternate (H*j) hypothesis 
is that the difference in observed and expected data is statistically 
different. The calculated value of is detenained by the fomula 

2 !^ (0 )2 

^ CMC ^ ^ i i where k is the number of discrete data categories, 
L-1 ^ i^ 

th ? 
0£ is the observed frequency in the i — • category. The value of X q^^j^q is 

*) 

compared with a table value for X with degrees of freeuum (d£) equal to 
k-1 for an appropriate ^ (alpha) level. Commonly accepted alpha levels 
^XQ^ = 0,05 and x = 0,01. As a standard base of comparison, all statis- 
tical tests conducted under this study will use ^ = 0.05, 

nts on the _S t n^tis^t^i^jTl^ Analysis 
The data gathered from those institutions responding, represents 
the results of the questionnaires that wore sent to the entire census. 

To Tp.nke valid statistical inferonces about populations by exaraining 
s.'^mples, tlirce criteria must be satisfied. First, each clement of the 
population laust be identified; secondly, a census or random sai:iple must 
be obtained; and lastly, tlie si;^e of die sample must be sufficiently large 
to warrant ^joneralip^ing to the larger population. Those criteria have 
beei\ met by tins reserirch study. 

Tills study lias mainly luw.d research hypotlicses as its "base,'^ as 
opposed to statistical, null or alternative hypotlieses. The study may 



therefore include an undctenniaed niixnbcr ot type I and type II errors. 
A type I error is one in which the hypothesis is true, but is rejected. 
A type IX error is one in which the hypothesis is false, but is accepted. 
It should be observed that the larger the difference is between the 
positive and negative answers on the "Yes or No" part of the question, 
the less chance of the application of the decision rule resulting in 
these types of errors. ' 

Each hypothesis will be tested by the method defined and explained 

I 

earlier in this chapter, and accepted or rejected. Regardless of 
acceptance, each hypothesis will be discussed using the narrative infor- 
mation supplied on the questionnaire. The discussion of even a rejected 
hypothesis should be of value. 
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CHAPTER IV ; j 

I 

PRESENTATION OF FINDINGS AND DISCUSSION 
Introd uction 

As sanmarized on Tables 2 and 3, a number of responses were 
received pertaining to each question. Tables 4 and 5 summarize the 
results of tlie statistical tests performed on the responses to the 
sixteen questions examined in that manner. 

The presentation of data section which follows explains in detail 
the statistical tests and their results. The remaining portion of the 
chapter is concerned v;ith practical discussions of the responses to the 
^•'"^rative sections of the questionnaires. 

Presen tation of Da ta 

B asic 1 lypothcs is : 

More than twenty- five per cent of the colleges in the gco[^raphical 
area covered by this study will need to borrow money to construct or 
renovate buildings on their caiiipuses in tlie future. 
Question: 

Do you expect to borrow money in tlie future' to cover all or part 
of the cost of that construction? 

Yes 15 No 21 Undecided K) Total ^ 

Discussion: * 

It can be scon that over thirty-two per cent of total respondents 
did anticipate borrowing funds for const ruction or renov,?lion, Twonty 
per cent v/cvo undecided while opproxi naLrly forty- five per cent do not 
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anticipate future borrowing* • i 

The bnsic hypothesis is therefore accepted for df « 1 and 
^ ^ 0.05. It can be concluded that more than twcnty-ftvc per cent 
of those colleges In the geographical area studied would need to borrow 
ii\oney to construct or renovate buildings on their campuses in the 
future. 

S_ubhypo thesis Number la : 

Over seventy-^f ive per cent of the colleges have received loans 
for construction in the past, 
Questioa : 

Have you borrowed money for construction in the past? 
Yes fi2 No _3 Undecided _0 Total 50 
Discussion: 

This subhypothesis is accepted. Comparison of the observed 
'^es-N^o" responses received to tlie expected responses under the hypothesis 
would be forty-seven observed for '*y^^" <'^^^ thirty-seven and onc-half 
expected, and tliree observed for ^'no'^ and twelve and one-iialf expected, 
for a total in each instance of fifty responses. 

It may therefore be concluded that the difference between the 
observed and expected values for the "Yes-No'^ responses is significant. 
Based on tlie analyses conducted using the Chi Scjuare test, it can be 
concludod that over ncventy-five per cent of the colleges have received 
1 oans f or cons t rue t ion in the pas t . 

Snb}ij>'j)Ot h<' s i s N'm :b(j_r ]_br 

Over fifty per cent of the colli'^^^r'S plan to jnvlertake additional 
c oas t rue t 1 on projects to ncnt nr-iMjs, in tlie future. 
Ques t ion : 



Will it be necessary for your ^college to undertake additional 
construction In the future? | 

Yes 29 No 13 Undecided ^ Total 50 ^ 
Discussion: 

To analyze subhypothesis lb, it can be seen that twenty-nine out 
of fifty responses, or fifty-eight per cent, indicated that additional 
construction in the future will be necessary. Thirteen respondents 
(twenty-six per cent) indicated that future construction was not antici- 
pated, while eight respondents (sixteen per cent) were undecided. In 
that those respondents who were undecided cannot be considered in either 
the '^Yes^' or "No*^ category for this hypothesis, the hypothesis was again 
tested using a Chi Square test employing only those responses that indi- 
cate a firm coiitnitment one way or another. Fifty per cent of the colleges 
indicate that they plan to undertake additional construction projects to 
meet future needs, Subhypothesis nuinber lb Is accepted. 

Subhyp ot^hc s is Numb cr Ic : 

Less than fifty per cent of those intending to borrow money to 
finance future projects (refer to the basic reser^rch hypothesis) expect 
to have some difficulty borrowing the n^Tiount they need* 
Question: 

Do you anticipate having difficulty borrowing the amount of 
mo)\ey you will need? 

Yes J Mo U Undecided Jf Total 21 
I)i scu.ss 3 on : 

As can be seen by the results, over sixty-six per cent of those 
responding indicated they would h^ve little difficulty borrowing money, 
tlie Chi Sfjuave Lr-st reiidorcd n s i ^^n i f ic .mi t ri i C fe rciicc betv;een expected 
and observed frequencies in this instance. Tiie subhypothesis is therefore 
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accepted, • j 

S u l> 1 1 y p o t h 0 s 1 r> N i mh c r Jd : 

Less than fifty per cent of the colleges object to borrowing from 
a program liaving some type of govcvaoeat involvement. 
Question: 

Would your college object to some type of governjnent (state or 
federal) loan guarantee or bonding program that would help make long-terra 
loans available to colleges: 

Yes n No 33 Undecided _S Total 50 

Discussion: 

Twenty-two per cent of the colleges object to borrowing from a 
program having some fom of goverancnt involvement while sixty-six per 
cent indicated that they did not object to such involvement and twelve 
per cent were undecided* On both a relative and adjusted frequency basis, 
these figures tend to support this subhypothes is , Statistical verifi- 
cation of this subhypothesis can again be seen by conducting a Chi 
Square test. The subhypothesis is accepted. 

Subhyp othes is Numb e^r_l_e : 

More than fifty per cent of the colleges that have borrowed money 
in the past have borrowed from the hKW, Office of Education, Loans for 
Construction of Academic Facilities Program, or the FllA-})){fJD , College 
Housing PrOTjram. 
Ques t ion : 

Have you c v d r b o r r owe c! under t li e 11 h W , 0 1 f i c o of VA u cali o n , Lo a n s 
for Cons true (: ion of Acadrnic Facilities Program, or the FiL\"-])}lUD College 
Jlou'Jing Pro,jr<riT? 

Yes 33 No 16 Undecided 0 Total 69 
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Discussion: 

One can observe froixi the data that thirty-three of forty-nine 

i 

respondents, or sixty-seven per cent, indicated that they had borrowed 
from the Vc^rious agencies mentioned. As the observed frequency in this 
case significantly exceeds the -expected, subhypothesis le is accepted, 

Subh y pothesis Number I f; 

Over seventy-five per cent of the colleges are able to mortgage 
part of their assets to secure a loan. 
Question: 

Are you able to mortgage port of your assets to secure a loan? 
Yes 36 No _6 Undecided _3 Total 45 
Discussion: 

On an absolute basis, eighty per cent of those colleges responding 
indicated that they vere able to mortgage part of their assets as a 
means to secure a loan. However, based on only the definitive responses 
the calculated Chi Square test is less than the critical value. 

Therefore, it can be concluded that tlie proportion of colleges 
able to mortgage part of their assets to secure a loan is seventy-five 
per cent, but docs^_JlPjt oxceed seventy-five per cent. The subhypothesis 
is rejected. 

S u b hy pot h OS is Vi a nb c r__l^ : 

Less than Lv^cnty- five per cent of the colleges currently set nside 
dep roc r at ioa in a fund to rrnovate or replace existing buildings. 
Question; 

So.:ic type of inn I. i L uL i op.s :>rit reside f\inds ^'ro:n operations as cash 
ch/irgC'S to (Icproc i t ion , to be used for ihc rc*p 1 ace; lent or renovation of 
existing buildings when r>uch action beccxnes necessary, Long-terin debt 



may also \>o retired from these funds. This may bo called '^funding 
depreciation" or '^establishing a replacement reserve/* Does your Insti- 
tution now formally set aside a fund to renovate or replace existing 
building'? 

Yes 12 No 36 Undecided _0 Total A8 
Discussion: 

It can be observed that the data relevant to subhypothcsis Ig 
indicates that twenty-five per cent of those responding do set aside a 
depreciation reserve for renovation or replacement while seventy-five per 
cent of those responding indicated that they do not set aside such 
reserves • 

The Chi Square test yields a value of zero. Thus > while it cannot 
be stated that the percentage of those setting aside reserves is less 
than twenty-five per cent, it can be stated that the tr^^ j^ercentage 
Gq^^l to twenty-five per cent. The subhypothcsis is rejected. 

S ubhyp othes is Nun ber 2 a : 

Less than fifty per cent of the lenders have a working knowledge 
of the HEW or FilA-DUUD college loans for construction prograi^s. 
Qviest ion: 

Do you have a working knowledge of the FIIA-DHUD College Housing 
Pro^raia, or the HKW, Office of Education, Loans for Construction of 
Academic Facilities Program? 

Yes _5 No /fO Undecided _l Total /j;6 

I)i s .ussion: 

The data received relevant to suhliypotlios is 2a, regarding tlie 
extent of working kiiowlcdge by lenders, of llic HEW or FIIA-DHUD college 
loans for construction programs, indicates an iinriKjd iate acceptance of 



this subhypothesls bnsed on absolute frequency (five out of forty-six 
responses or eleven per cent)* | 
The Chi Square test rendered a significant difference between 
expected and observed frequencies in this instance* The subhypothesis 
is accepted* 

Subhypoth esis Na-nber 2b : 

Less than tv;enty-five per cent of the lenders have made loans to 
colleges* 
Question: 

Have you (or your institution) been involved in making long-term 
loans to colleges Cor construction? 

Yes _7 ^ Undecided _0 Total A9 

Discussion: 

It can be observed that seven out of forty-nine total respondents 
(fourteen per cen*:) indicated that they have made loans to colleges. 
This percentage V70uld tend to support the hypothesis that less than 
twenty-five per cent of lenders have made college loans. 

However, since the Chi Square critical value is greater than the 
"calculated value, it cannot be concluded that the proportion of lenders 
making ]oc>ns to colleges is less than twenty-five per cent. It can be 
concluded that the proportion is cqiiaJL^tq twenty-five per cent* Tlie 
subhypotlies is is rejected. 

Subliypo t ]\a s is^ Nj^i nbe r 2c : 

Over seventy - five per cent of the lenders vefjuirc ;iort ^a^.;es . 
Question: 

Realizing both ihnt a college cainpus is grnGrally made up of a 
nL;:nber of single use bui Idings , but also that a mortgage has a certain 



psychological value, as well as helping to control future actions, do 
you generally require a mortgage from colleges? 

Yos 25 No _0 Undecided _7 Total 32 
Discussion: 

The responses rclovent to subhypothesis 2c Indicate first that 
not one lender responding indicated that* a mortgage was not required. 
Seven lenders were indecided while twenty-five (seventy-eight per cent) 
indicated that they definitely required a mortgage. Thus based on the 
firm responses (excluding those undecided) 100 per cent indicated that a 
mortgage was required. 

The Chi Square test indicates a significant difference between 
frequencies, so the true proportion of lenders requiring mortgages is 
in excess of eighty per cent. Thus, the subhypothesis, as stated, can 
definitely be accepted, 

Subhypot hesis Numbe r 2d : 

Of those lenders responding to the question, less than fifty per 
cent have generally received enough information from colleges with the 
request for a loan to make an informed decision. 
' Ques t ion : 

Do requests for loans received from colleges generally include 
enough infoVination on which to make an informed decision? 

Yes _2 No ^8 Undecided _8 Total 18 
Di scuss ion : 

The nuiabor o£ r r sponscs vc ccivcn^ relevant to f ubhypoLlu sis 2d is 
barely sufficient for a definitive /inalysis using a Chi Square test. 
Employing a Chi Square test consistont v;ith the subhypothesis ui^dcr study 
created oxpcclcd frequencies of five for tlie "Ye.s-Ko" responses received. 




/vccotding to standard practice an expected frequency of five is the 
minimum value acceptable for Chi Square analysis. In addition, since 
df = 1, this makes the analysis more susceptible to bias. 

Insufficient data may exist with which to test this hypothesis. 
The fact that eight of eighteen respondents were undecided is indicative 
also that insufficient data exists. One n^ay wonder (and speculate) as 
to why only eighteen total responses were received here but, as a part 
of this study, this is an unanswerable question. Subhypothesis 2d is 
rejected because of lack of data, 

Subhy pothe sis Niunber 2e : 

Over fifty per cent of the lenders believe a loan program with 
some type of government involvement to make loan money available to 
colleges has merit. 
Quest ion: 

Regardless of whether or not you now '^part icipnte'^ in federal 
goverament guaranteed progrr^ms, bonds issued pursuant to Revenue Ruling 
63'-20, or bonds issued under a state governjnent bonding authority, do you 
see merit in such programs for colleges? 

Yes 29 No JD Undecided 12 Total 41 

Discuss ion: 

The first obseivation that is significant with regard to the data 
relevant to subhypothesis number 2e is that no respondents answered ''no" 
to this question. In other words, the lenders, in general, do see merit 
in govorn.ncnt involve laont in a college loan program. 

Thus, using the Chi Square test to examine the basic question, it 
can be stated conclusively that over fifty per cent of the lenders believe 
a loan program ^^?lth soae type of govern:nent involvr:nrjnt to make loan moaey 



59 

availnblc to colleges has merit* The subliypothcs is is accepted. 

Over fifty per cent of the lenders believe that there is a need 
^ for borrowed funds to be used for college construction. 

' Question: 

Do you believe there is a i*eed for borrowed funds for college 
facility construction? 

Yes 3J, No _4 Undecided ^ Total 43 
Discussion: 

It can be seen that the raw data relevant to subhypothcs is 2f 
indicate that seventy-two per cent of the total respondents believe that 
there is a need for borrowed funds for college facility construction. 
These results tend to support the subhypothesis on a subjective basis. 
PerfoiTning a Chi Square test exploring only definitive responses supports 
the conclusion that the true proportion of lenders believing that a nee*^ 
exists for borrowed funds for college facility construction is in excess 
of fifty per cent. Therefore, it can be concluded that this subhypothesis 
is accepted. 

S u t)li}"p o tji 0 s ) s Number 3 : 

Over scvoaty-five per cent of lenders and colleges consider phil- 
anthropy to be an i:riportant source of funds for lacoLing the cost of 
college consLruction projects. 
Question: 

Collr^gcs - Do you consliler phil.jnLlnopy to I- iiiportnnt part 

of the fiurincing of your future capital exprinsioM plans? 
Yes ^3 llo A Undecided 1 Total 

Londers - Do yoii believe phllatUhropy si \ cm Id continue to be an 
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important part of the overall financing of college construction? 

Yes 38 No ^ Undecided _7 Total A? 
Discussion: * 

Both colleges and lenders were asked if they considered philan- 
thropy to be an importnnt source of future college construction funds* 

On both an adjusted and relative frequency basis, for both college 
and lender respondents, the responses tend to confirm the subhypothesis 
that over seventy-five per cent consider philanthropy as an important 
source of funds for meeting the cost of construction projects. Perform- 
ing a Chi Square test to further verify this hypothesis, it was concluded 
that the true proportion of college respondents \A\o consider philanthropy 
to be important for future college building programs is in excess of 
seventy-five per cent. 

A similar analysis for lenders was sufficient to conclude, for 
lender respondents, that the true proportion of college respondents wlio 
consider pliilanthropy to be :'?.portant for future college building 
prograTis is in excess of seventy-five per cent. 

Subhypothesis number three is accepted. 

Pi ^i? ^JtP 9JL 1* ^Vt''^ tive _QuG S t i o n n a i r c H c_sp onlf^ e 
Colloj^G Qui' St ionnairo ^ J3u^s_Ljo^Qil^: ^ 

V'hat typos of construction projects do you anticipate (i.e., 
inos t ly new cons true t ion or renovation or replacement , etc . ) ? 
Co;ii;nents: 

\vlien asked to co rnont on \<hnt type s of loiisI ruction wore nntici- 
pated, tventy-three collriges responded, and listed Corty-six projects* 
Wo conc!ur,io!is can be (]r<iv;n fj*o,n the ratio since :;;ost of the re.ininlng 
colleges indicated lliat they luid uniiet needs, but they v;('re not currently 
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dcf lucd. * While not dif fcrentinting here between new construction, 
renovation or replacement, the listing'bclow indicates the need as seen 
by the colleges thomselvcsi ; 



Classrooms, Learning Resource and Academic 

Buildings ----- H 

Physical Education (including swimming 

pools and field houses) -------------- 8 

Fine Arts Buildings - L 7 

Office and Administrative Buildings --------- 6 

Libraries ---------------------- 5 

Chapels --- - 3 

Student Unions -------------------- 2 

Dormitories - -- -- -- -- - - -- --j - -- -- - 2 

Married Student Housing --------------- 2 



\^ile it is impossible to draw valid conclusions from this data, 
it can be noted that of the forty-six projects, only six are self-support- 
ing (revenue yielding) and the remaining forty are mostly not revenue 
yielding. This points out that forty of the forty-six anticipated 
projects are those that have historically been considered to be less 
desirable to loan money for, since the loan would need to be repaid from 
general operating revenue and not from direct project revenue. 

This may suggest *:h<*t revenue -yic Iding buildings such as student 
housing facilities and student unions have already been built, using 
borrowed funds, so the need in those areas is not as acute as it was a 
few years ago* It may also reflect the changing student living patterns. 
The apparent need for nonrcvcnue yielding buildings may reflect a need 
not addreijsed during the years of rapidly increasing enrollment when the 
need for student housing and service facilities was more pressing (as 
opposed to c lass rooms and libraries). 

Col 1 e e Qr 1 e s I 3 o II 1 1 a 1 r to s_L_i 0 n J v:o : 

Wliat prcblr:n5 do you anticipate r nrom^for Ing with future financing? 
Co:::.^fints : 

Q In this instance the forty-nine respandents were asked to caament 
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nbout tlie problems they anticipated encountering \;ith future financing. 
Thirty- three did not respond to the narrative portion of this question, 
or if they did respond, stated that they foresaw no specif iC' problems 
relating to future financing. It must be recognized that some of the 
thirty-three are not ancitipating' future financing at all. 

Of the sixteen who did respond, one-^ialf (eight) saw the currently 
high interest rates as being a serious problem, five questioned whether 
or not sufficient funds would be available from either borrowing, 
philanthropy or a combination of these sources* One pointed out that 
there were problems relating to its current large amount of debt, the fact 
that its needs consisted of "non-self -amortizing" buildings, and that 
most lenders v;ould question the value of the collateral they offered. 
It appears that colleges are experiencing the same types of problems 
that other businesses ar^ experiencing in the current money market. 

College Quest ionna ire , Quest ion Three : 

What has been your experience v;it]i ] on ;- Lena debt? 
Comments : 

Ulien the question was asked, a variety of answers were received. 
Of the forty-two v;ho responded, twenty-'Scvcn indicated that they hnd 
experienced no sir^nificnnt problems, while fifteen mentioned that it was 
difficult to mnke pr^y ijiUs when due. No one indicated that they were in 
serious trouble regard ing repay; ujnt . 

Ten specifically mentioned that they hmi had very satisfactory 
results using lonns involving \\V.\J or ]1UD problems (or both). One 
c o.:i:ne:itod , "ihe only long-tenn financing available to us has been through 
liUL)/^ Anollier said, "Ivc hnvc used both private «ind federal sources for 
long-trji^.n bovrovirjg. The tenns of the federal loans are ::\oi'c attractive-- 



longer maturity scliedulc and lower rato of Intcicst." 

Two coimnented on tlic student housing problems • do not know 
of a private school, In our area which didn't overcxpand in dorm space/' 
said one. Another lamented, "The dorm Is half empty''* 

College Question n aire, Question Fo\>r : 

What do you believe the college could do to improve the chances 
of the loan being approved? 
Conmcnts: 

When asked how the college could improve the chances of having a 
loan approved, most did not respond since few colleges in this study 
believed that they would have any problems at all in this area* 

Of the thirteen wlio made meaningful responses, over one-half (seven) 
believed the best thing they could do would be to raise more money so 
they were asking to borrow a smaller amount of the total project cost. 
This action would tend to increase the value of the collateral for the 
loan in the case where mortgages were involved* Three others indicated 
that a college should improve its fiscal operations as the best way of 
convincing a lender that they could repay the loan. 

Others indicated that shortcr-tem loans were eaaier to obtain, 
that a person or organization co-signing with the college would help and 
one c o:p:'*iontcd that good relations with local lenders would be very helpful. 

College Ques 1 1 onnai re , flu»?_5_t ion^ Five ; 

What are your l]iou.;j,hts on usiru^ phi 1 nnLhropy as a basis of repaying 
1 o n g - 1 c Tin d eb t n s it b e c o:^ o r, due? 
Co::rarnitS : 

T])C response fro.n tltc tollc-gcs to tlie idea oC using phi Inntliropy 
for vcpnyneat of lon^-t;rjrm i [idcblcdncss was so.neuli.it split. Of the 



thlrty-flvc rcsponiJing, nineteen vere against it and sixteen supported 
the idea, * , I 

Five of those supporting the idea said they had done it in the 

past. One went so far as to state, '^Philanthropy is nn absolute necessity 

I 

for the payment of our outstanding indebtedness.*' ' 

Seven of those not in favor of using philanthropy to repay debt 

! 

stressed that it vas hard to motivate donors to give to repay debts. 
One college fund raiser said, "Raising money for debt retirement is 

I 

perhaps the most difficult single item in fund raising." 

Col le ge Qucr . t ionnaire, Question Six : 
Could you elaborate on this? 
Coramcnts : 

After getting the college's opinion about their support, or objec- 
tion, to some type of government involvement in loan programs, they were 
asked to elaborate on their feelings. Twenty responded and eighteen of 
those V7cre positive to some degree. 

Five had used such programs before with a high degree of satis- 
faction, and five others stressed the need for additional sources of 
long-term, low interest loan support. The other eight favored such a 
program, but stressed that there must not be too many restrictions on 
the conduct of the norinal business of the college. 

One coorncntcd on the need to, "keep government out of private 
colle^jes;" 

It .'ipponred , llieroforc, tunt llun^o is a need for an add it ional 
source of low it^tercsl rnlo, long-trina loan money, so long as it does 
no L o V (• r 1 y rv :> 1 1 i cl I h (j ;i b i ) i L y of Ih c: roll ^ • ^y. I o liin n age i I s ov;n n f f a i r s • 
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CQno(;o Qu(;s t i onvuii ra j_C)u c s t i on S cyc^n : 

IVliat do you suggest to make these two programs more responsive to 
the needs of the colleges? ' 
Comments: 

Colleges were asked to suggest ways in which the liEW and/or HUD 
programs could be made more responsive to their needs. As pointed out 
in the discussion of college questionnaire question number three, those 
v;ho are familiar with the HEW-HUD loans are generally satisfied. 

Of the fourteen responding to this question, six thought that 
fewer restrictions and more rapid application approval would bo desirable. 
Six others ca.anented that the government programs have been restricted 
during the past few years because of lack of funds and hopefully could 
be better funded in the future. 

Two contnented th«L it would be a good idea to establish a contin- 
gency fund, through additional borrowing at the start of the project, as 
is common in most bonding schemes, to meet unforeseen needs during 
^'poor" years , 

College Questionnaire j Quest ion Ei^ht ; 

V,1int type of security would you propose to give a lender to secure 
a long-term loan (i.e., mortgage lien, pledge of future income, pledge 
of future gifts, etc,)? 
Coinmcrits : 

V/hcn asked to list the typo of sectirily llie college would propose 
to give to a IciKler to r.fuure a long-term loan, tliirty respon<]c'd, nn<i 
r> V e n ( e on of iho e r e c 0\r ■] n '1 ed a first iriO r t g«'^ lien on I h e fa c 1 1 i t y , 

]lowL"/(^r > fo'i r Nil j;, t ed the p 1 cd ;;e of col 1 c^n^ eiv/o;.. u n t fiiiid 
«'is.sets, til roe ted the pledge of future ^^eneinl incoiic iid five s;fid 



they had pledged future glCts as security Cor ropay^nent In the past» and 

I 

would rcconmcnd it again. \ 

Only one offered the opinion that a long-tcnn loan secured by 
only the faith and credit of the college should be acceptable, 

Collop,e Questionnaire^ Qu estion Ten : 

Could you list In priority order your construction needs (i.e., 
classrooms, administrative space, student residences, etc.)? 
Concnents: 

This nskcd the colleges to list their construction needs. The 
responses to this question turned out to be little different from those 
needs listed in question number one. It was not possible from their 
responses to detemine any order of priority, except within the generali- 
zations of those cotrcnents listed on question one. 

College QucstionnnirO) Qu estion Kic vori i 

What is your opinion about funding depreciation? 
Coinjncnts: 

The colleges were asked their opinion about '^funding dcprcciat ion'' 
or '^cs tabllslung a replaccmant reserve*' by setting aside cash from 
opc^rat ions . Of the forty-two responding, thirty-eight thought it was a 
good idea, c-ind eight of those actually [unded depreciation to some 
c>x trMit , 

Of those favoring "funding,'^ all mentioned the problem of justify- 
ing the setting r-^side of rioncy from current operations to meet future 
nof.'ds, c\\x\'(ix\\i iiito:,(e only barely met the carrrMit needs. 

Three tl;ought it was neither necessary or dcsira!)le for nonprofit 
fnsti tut Tons to ^'fiind dcprro l,Tt ] on , " since tlic nr-ods of tl^csc institutions 
Ghould be met from current operations and gifts, as tliosc needs arose. 



One respondent v;as cnrcful to point out that donors often like to 
donate to construct specific buildings. Therefore, it might be more 
favorable to use current income to meet current needs, and ask the donors 
to provide additional or remodeled facilities. This might be considered 
the ^'historic" view, 

l.cnder Ques tionnaire, Q uestion One : 

How active have you been in this field? Are you actively solicit- 
ing applications from colleges? Why or why not? I 
Comments: 

Of the forty-nine satisfactorily completed questionnaires, no one 
indicated that they had been very active in the college loan field, nor 
did anyone state that they were actively soliciting applications for loans 
from colleges. However, only a few stated that they would not be 
interested in considering loan proposals from colleges. 

Thirty-four did corament on why they were not active in the college 

loan field. To generalize, they implied that they had enough other 

business without specifically seeking college loans. Below are listed 

the five calegories tliat tliirty-one of the coinments were grouped into: 

Investors are not interested, general 

shortage of loan funds 15 

High risk, future of private colleges is 

in question 9 

Lender spec ial i /ccs in single f ami ly home loans 4 

Lender has never bcon approached by a college 3 

Three r onirutr/'^rire (iifolcd bnlov; .is being rr.prer>c nlaL ive of l)\c 

1 1 ! on I s of i ' in ny of L li o o t;!: o r c s p o ( 1 e r] , 

V r i V'-'i I c c o 1 ] » : s fit into a ^ i on p o f p } n' 1 a nth r o p i c o r .ja n i z a t i on s . 
i!osL 1 nst: i lul lo.iil invostoi'S are rr:lnclant to r-ake 1o:his Lo ihfjin 
bcC'iusc they do not l.iler v.anL Lo be associated v;i tl^ a possible 
forecl o£iure« 



**CollegGS aro very unsophisticated In financing real estate." 

"We arc not presently in the college loan field, but we are always 
interested in potential new business." 

No conclusions can be drawn from these comments, but, it appears 
that any effort to interest the "average" lender in making loans to 
private colleges must be initiated by the schools as a quasi-educational 
effort. There is no indication that lenders will actively seek out 
college loarvs» ^Icither, however, are there indications that the average 
leader would not give full consideration to a well documented loan 
request presented by a college. ' 

Lender Questionnaire J Question Two ; 

What types of information do you most need to act on these loan 
requests? 
Conrncnts : 

Ten lenders responded to this question and listed items they needed 
to help them determine whether or not to make a loan to a college. Seven 
required a five-year audited financial statement showing profitable 
operations. Other items required included descriptions of the proposed 
project, including an estimated cost breakdown. Description of the 
school's history, current operations and projected financial and enroll- 
ment picturos were also mentioned. 

Appendix D of this paper is a discussion of the financial feasi- 
bility study process, and goes into the loan presentation in detail. 

Lender jn\uj5lJonsiai i^Oj Q^^^^t.^^^ 'CL^J^^- 

If you nnsv;Gred "no," or "undecided," uhovc do you r>oe tlu^sc funds 
coining from? If you nnG\^fn"od "yo5," v,'Ji,it nain pi'oblcm do you foresee? 
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] 
1 

Coimnonls: I 

Of the twelve who indlcntcd that there was eitlier no need for 
colleges to borrow, or the respondent was undecided about that need, 
nine made comncnts relative to the source of nonborrowed funds. Five 

believed that funds to build these facilities should come from state or 

I 

federal grants and private gifts* The other four questioned that 

\ 

construction should take place at all, because of the financial problems 
private colleges have been experiencing^ j 

Thirty-one respondents thought that colleges did need to borrow 
money for construction. Twenty-seven of those commented on the main 
problems they foresaw the colleges running into when they asked for loans. 

Fourteen lenders pointed out that with the possibility of smaller 
enrollment and reduced gift receipts, the earning ability, or capacity, 
of the institution might be less, thereby raising the level of risk 
to the lender. Nine others saw the problem as one of insufficient col- 
lateral or security, for the loan* The fact that the buildings were 
considered single purpose, with little or no resale value, tended to 
reduce the acceptability of the security. Four saw high interest rates 
as the main problem facing the colleges in their attempts to obtain loans. 

The problcin may have been summed up by one lender v;ho coinTiented : 

The main problem sterns from tlie financial feasibility of the 
college as a whole. Because of the failure of a number of small 
private colleges in the recent past, most lenders are very skepti- 
cal about lending money to similar colleges. 

Those co:nmcnt s may indicate that most lenders arc av;nre of only 

the financially vmsoond rollcgfs, ruul nre not frKillfar \?ilh the we 11 -fun, 

financially viable col lo -;es i n Amcr i ca I oday , 1 1 nppf^ar s lha.t the 

firw'jncial fcr^sihilily j-Uiuly ;'ivjst be <\i\ (.ducal io;ial tool, to a lai'gc 

e>:t en t . 

ERLC 
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Lender Qucs 1 1 onn ji i r c , Quest ion J^our \ • ^ 

i 

Wlint suggestions do you have for types of financing programs to 
make loan money available to colleges? I 
Comments: 

Regarding this question, no lender said that he saw no merit in 
goveramcnt assistance of some type to private colleges. Twelve made 
further narrative coir.ncnts regarding the subject. 

Seven of those felt that more and better government guarantees 
were necessary, while three more mentioned the desirability of establish- 
ing some sort of private (nongovernmental) mortgage insurance scheme. 
The other t\;o believed tliat a local group of banks should "pool" the 
loan in the interests of a conununity betterment project. 

If a conclusion could be dra\ai from these few comjnents , it might 
simply be that lenders cppcr.r to have no objections to the indirect (and 
possibly direct) support of private higher education by government. 

Lender Que s t ion nai re , Question Fi ve : 

In your opinion, have these prograias (HEW-FIIA) been responsive to 
the needs, and if not, how could tliese programs be more responsive to 
the needs of the field? 
Comments: 

Only five of tlie forty-five people responding to the basic question 
indicated that they Imd a "v/orking knovledge" of the HP:W~FI1A loans to 
colleges. Those five verc the only ones to make narrative coimonts, 
referring to the p.hovc qa6^st.ion. 

They soo.acd to foci that these v;ere j^ood progrrnns , but should 
be e>:pc";i\f!od to is'-et ur. \qI lu^eds. In ^'XpnrKi i ng tlie progra;r.s, they iiliould 
hrtco'.nc ;naic pcr.i/nicnt r:nd beater pub 1 i c 1 /^cd '.;itliln the lendinc^ (:o.i;iunity. 
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L( Mu|c r Quest lo'inalrCa Ouostton Six ; 

Mint arc your thoughts on philanthropy being used to pay 
loag-lerm debt as It becomes due? 
Comments: 

There were thirty-one responses to this question. It probably 
sliould liave been a "Yes-No" question ratJier than a narrative question. 
Philanthropy was favored by sixteen as a method of paying long-term debt, 
but fifteen did not favor it. 

It is observed, however, that the fifteen who did not favor It 
appeared very fim, while the sixteen who favored it hedged tlieir 
corruTicnts ir almost all instances. 

Two of the more favorable co;T\iTicnts follow. "This would be a 
guarantee to the lender that his loan would be repaid, and that is most 
important in loans of this type." Another respondent oLocrv^d, "It is 
done not only by colleges, but by churches, with an^azing success." 

No conclusions may be drawn from these comments because they were 
too general in nature. It appears that many lenders will consider this 
matter with an open mind. However, it must be observed that it is quite 
difficult to justify projections of future revenue from plii lanthropy. 
If such projections cannot be strongly substantiated, the lender will 
probably reject it as not being an acceptable method of repayment. 

L e nder Qu es j^ij^mi n ij- e j _Qncs^ionSGven; 

What per cent cash equity, if any, sliould be required for each 
p t o j ff c t , p.s a V.1 i n / in'j [n ? 
Co:n;nont s : 

T'icrc is n valid qur-stiofi pe r L a i n i ng to llui .-jctunl importance of 
nn C(]uity r oquirc-iont , siiue the critical cons ide Vri t ion is not how ir^uch 



Is borrowed^ but the nbility to i^epay that amount* Geaorally, howcveri 
the lenders expect the borrower to have a certain amount of his own funds 
to contribute to the project. An increase in equity, or borrov;er*s cash 
contribution, increases the ne t value of the security held by the lender 
in the fona of a trortgage* 

Of the thirty-five responses to this question, five pointed out 
that no equity would be necessary if the loan was guaranteed. This does 
not mean that equity would not be required. It means that the responsi- 
bility for determining the amount of equity is shifted to the person 
giving the guarantee. 

Two respondents indicated they v;ould require an equity of fifteen 
per cent, two said they would require forty to fifty per cent and one 
would require a seventy-five per cent payment. 

Twenty-five of the thirty-five responding indicated that in their 
opinions, an equity payment of between twenty and thirty-three per cent 
should be required. This suggests that the average lender will loan no 
more than two-thirds to four-fifths of the total project costs. The 
college must, therefore, expect to be required to generate one-fifth to 
one-third of total project costs from sources other than borrowing. 

ndor Qu est ion n aire^ Quest ion Eight : 

What do you consider to be the best type of security that a colle 
can offer you v;]ion requesting a loan? What do you see in the future 
regarding types of security? 

-5? 

Corn neat s : 

Most of tlie tliirty-four vlio respoadod to tliese qut^stions did so 
with a CO ibiiied onswor, 

Mightcen ansv;crcd thnt they would require n first niortgage Hen 



on the project real estate, while otliers referred to endowment assets, 
co-signers^ special student fees, ond a strong history of good manage- 
ment, 

It appears that many regard the future direction as being toward 
government guarantees and a more major emphasis on an outstanding manage- 
ment record. While the reliance on the, real estate mortgage may laever 
disappear, it can be reasonably expected to decrease in importance in 
the future. 

Lender Questionnaire, Question Nine ; 

Please comment on this in general. 
Comments : 

Most of the comments were simply a reiteration that the lenders 
would normally take a mortgage. 

However, eight respondents coitimented to the effect that the mort- 
gage v^as '^secondary^* to the ability of the college to run a strong 
financial operation and assure repayment in that manner. They pointed 
out again, that a college building was not 'liquid" and was difficult 
to turn into cash. 

One person co.rbnented : 

V/e consider that a mortgage is necessary because as a college 
gets into financial difficulty they begin to dilute their position, 
n\\t\ as tlieir financial condition deteriorates they will give mort- 
gages to later lenders. 

Sirmria r y of Find ings 
Based on the staListicnl t?sts Ihe basic hypothesis was accepted, 
as wore eleven of the subliypothcscs. Four oilier subhypolhc s es were 
rejected, 

j\'inely-f our per cent of the colleges liad borrowed laonoy for con- 



Blvuctlon in the past, find stxty-scvc\) per cent had borrowed under a 

govera-nent program. Fifty-eight per cent indicated that additional 

1 

construct ion In the future would be necessary, but only thirty- two per 
cent indicated that they anticipated borrowing funds to pay for that 
future construction* 

When it is recognized that' only about one-half of those plan- 
ning to build, plan also to borrow, it is not surprising that ninety 
per cent of the colleges, as well as eighty-one per cent of the lenders, 
indicated that they considered philanthropy to be an important part of 
the overall financing picture. 

Loan prograias with government involvement were also considered 
important in the overall field. . Sixty-six per cent of the colleges 
indicated they would not object to some form of government involvement, 
while seventy-one per cenr of the lenders saw merit in such programs. 
However, when asked about existing federal loan program? for colleges, 
only eleven per cent of the lenders indicated a working knowledge of 
those programs. 

Only fourteen per cent of the lenders indicated they had loaned 
money to colleges, even though seventy-two per cent indicated that there 
was a need for borrowed funds to be available for college facility 
construction. 

Seventy-eight per cent of tl:ie lenders indicated they would require 
a mortgage to secure a loan made to a college, v;hile eighty per cent of 
the colleges indicated tliat they were able to mortg^ige tlieir assets. 

Si'xty-siK per cent of the caliches bf licved that they v.'ould have 
little difficulty borrovnng iioncy, but only oleven per cent of the lenders 
indicated that tha loan ref;iiosts ihcy geno-ally received from colleges 



contained enough infor.nation on which .a lender could make an Infomed 
decision* / 

Each narrative question was answered in general tcnns and 
discussed in detail In the preceding section, and is not sajmarizcd 
here. 



CHAPTER V I 

I 

SUimKY, CONCLUSIONS AND RECOmENDATIONS 

Review And Rcstntemcnt of Problem 
In order to continue to operate on a more sound day-to-day 

t 

financial basis, it may, at times, be to the institution's advantage to 
spread capital expenditures over a number of years, via the method of 
long-term debt. This paper considered the problem of obtaining long-term 
debt for the purpose of financing expansion of physical facilities at 
small, nonprofit, traditional midwestern colleges* 

It was necessary to determine if colleges actually would need to 
borrow money, if they thought they would have problems borrowing the 
needed money and if the lenders believed it was necessary for colleges 
to borrow tioney. In addition, did colleges furnish lenders with enough 
information to make decisions concerning requests for loans and did 
governincnt programs to help make money available to colleges hav^i merit? 

Sumiiiary of Universe and Pr ocedu re 
To gatlier information the usual litornture "review was conducted 
to establish piirt of the factual data base. The literature revealed that 
the publlslu'd material pertaining to loans for nonprofit private col leges 
was not in the dcptli or quantity tijal had 1h (mi ant i c i palod", IJany 
items of c3vailab]c literature were very old ^ one dating hack to 192'f. 
i!OWf:ver, even tl:o old^rr i I ^: s were of value in establishing backgroiuid 
and dcivc . opi r^£; liistorical perspL^c t ive , It was notani that there v;ere a groat 
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many publlfihod sources pcrtaluiiig exclusively to Clnnriclng public, 
goverruncmt supported facilities, but these publications were of little 
value to this study, Ttiis was because public debt is nonnally repaid 
throu&h tax revenue, v^hile private colleges must relviy oa revenue from 
earnings or gifts to repay their loans. Adequate physical security to 
protect the lender against loan default Is required when the faith 
and credit of a govcrivnental subdivision is not available. 

In the four-state area there were sixty colleges that met the 
definition as set forth in this study. Similarly, there were ninety 
lenders in the three-state area defined for lenders. 

Because of the relatively small size of the population, it was 
decidf'd to treat the population as a census, rather than to develop a 
random sample. A questionnaire was developed for each group (colleges 
and lenders). To test some of the individual hypotheses, it was 
necessary to receive input from both colleges and lenders. Other 
hypotVicscs required input from only one of the two groups. The 
questionnaires '.;erc mailed to each i^ember of tlie population. A second 
mailing v;as scat tlirec v;ecks after the first, to all those not 
responding. The overall response rate v;as eighty-three per cent for 
the colleges nnd fifty-four per cr-rit for the lenders. This high rate 
of vo(un\ covild indicate in part, n great deal of interest abcjt the 
subject r ::iO n g coll o y^cs n n d ] o 1 (t v s . 

The hypotlicses statistically tested revealed data winch v.vtS 
dcvelopid an.d prrTir-nted in Clinpter IV. The Chi ^(jviarc (X'^) test was 
found to be suitnhlo u.vler tlicne ri rm u'itnnces . 

or the {i[troi\ Ijypotlioscs statistically tested, elttvc^n ^;ere 
.'M ccpted /;nd four v;^r(j rcj^.-rtcd, '[hrr.a of tl:c four rejected hypotlu'se 



(nufhbers If, Ig nnd 2b) wcro rejected because the researcher had stated 
that a certain action would take place more or less often than 5 certain 
percentage* The frequency matched exactly with the projected base 
number on those three* The fourth hypothesis (number 2d) was rejected 
for lack of information. 

Narrative questions were also'used to gather data. The results 
are fully discussed and presented in Chapter IV. 

S ummary of Major Findings 
Ninety-four per cent of the colleges in the area covered by 
the study had borrowed money for construction in the past. In this 
instance forty-six of fifty colleges had borrowed money for construction. 
This is a much higher portion than the author had expected. When the 
responses of those colleges planning to borrow in the future also 
indicated that thirty-two per cent anticipated seeking loans, the 
continuing Importance of long-term loans to private nonprofit colleges 
was affirmed. 

Sixty-six per cent of the colleges indicated that they did not 
believe there v;ould be any problem in borrowing the money they needed 
when they needed Lo borrow it. lioweveri only fourteen per cent of the 
lenders indicated that they had loaned money to colleges in the past. 

U'hjlc sevciiLy-one per cent of the lenders saw merit in goverament 
1 avolvr ricnt in lonns Lo colleges programs, only eleven per cent had a 
working knowledge about even one of the two major existing college loan 

Sixty-r>oven par coat of the col l(;gcs hnd boi rawed nader the IlKW 
or HUD lontis lo collr^r^^.'S [aogr.'^'i. Only tv;onty-two [>C'.r cent of the 
cqllfiM'S s{.alo<l that I hoy, ob jcr tod to govn r»v.Uiat lonn pro;;rrr,ns. 



Fourtccji per cent of the lenders had loaned money to colleges 
in the past. Wliile lenders would sei-iously consider requests received 
from olleges for loans, lenders generally would not make any attempts 
to generate new college loan applications. Even though seventy-two per 
cent of the lenders believed that it was necessary for colleges to 
borrow, eighty-one per cent believed, as did ninety per cent of the 
colleges, that philanthropy should continue to play an important role 
in finanr^ing construction* 

In order to set aside laoncy to repay loans, other nonprofit 
organizations establish sinking funds by setting aside money from a 
cash allowance for depreciation of the buildings on which tl:c debt is 
outstanding. Ninety-one per cent of the colleges thought it was a 
good idea, but only twenty-five per cent actually did fund depreciation. 

Majo>' Conclusions 

YroA this study seven major conclusions are drawn by the 

researcher even though many laore conclusions may be developed, given 

the individual's need for specific conclusions upon which to base 

decisions and take action* 

1. Borrowing has boon an ir^^portant part of the financing of 
many private nonprofit college construction projects, and 
will continue to perform a sigiUficant role in the future* 

2# Private nonprofit colleges do not anticipate difficulty 
in oh La Ini ng lonns v;hcn needed, but fow loaders have 
loaned :ooncy to colleges in the past. Therefore, colleges 
sliould expect to liave to seek out additional sources of 
1 o a n f5 . 

' ' 3 . Cove i 1 J r ' n L ,1 5, 5. J r> t r\ lice in h 1 p i n p r' i v /i I o i j o ; i p r o f 1 1 roll it y/t s 
obtain lo'in fvi-.^ls is woX, Uw.v\ lo i)e oh jf'f.l ionahle to the 
M;ijotity of fithf^r collri^f-s or Iciulers. 

A. An effort to rdur?ite Irudern ;ibout ^;ov(nnnent piogrn.ns 
re 1 (.rd to ihd \)t i v/: L e noijprof it coll ege 1 on<Ung f i e Id , 
would he proper, her.ujrje of ilje 'Apparent lack of 
inf Cii : -u on '<hoaL tlic :»'.ibject on tl\o part of r^Mny lenders. 



5\ philanthropy should continue to be an Important consideration 
in the planning of any private nonprofit college construction 
financing program, 

6* Establishing a sinking fund to repay loans by setting aside 
money fran cash allowances for depreciation of existing 
buildings, wl)ile a good idea in general, may not be possible 
in a practical sense due to the current financial needs and 
lack of sufficient cash flow of many private nonprofit colleges. 

7, While most private nonprofit colleges can mortgage their 
assets to pecure loans, a few are prohibited from pledging 
their assets. Some lenders Indicated a willingness to discuss 
security other than mortgages, so the prohibition against 
pledging assets will not necessarily exclude a college from 
being able to borrow money. 

KecoTimcndations for Further Fvcscarch 

The data received indicated that most colleges expected to have 
no difficulty borrowing the funds they needed* However, few lenders 
indicated that they had had anything to do with loans to private colleges* 
Further research should be -undertaken to determine if these items are 
inconsistent, and if so, what action is necessary to reconcile them. 

Most of the colleges Indicated that they were familiar with the 
HEW or HUD loans to colleges program* Most lenders indicated that they 
vjerc unfamiliar with these same programs* Research should be 
undertaken to detennine the reason that these programs are not better 
understood by members of the lending comimunlty. 

Research should be undertaken to detennine if a State Educational 
Fac lities Aulliority Act is desirable in some or all of tlie tliirty-five 
stales that do not presently have such legislation* If a favorable 
dfitorminn t ion is reached, the next research subject sliould be the 
dotevjninatioa of how best to pro:note dnd inLro^hu.c t lie law into that slate* 

FHA mnrtgage insurance lias been successful in many areas. 
Research sl.ould be uivjr. r p.kon to dracimine if a siirjllar program vould 
be lielpful for coUCi^es* 



A vnlunble research project v?ould be to perform a needs nsscssment 
to dctcnnine what fonn future government support of the entire private 
education sector sliould take, I 

Further study, and publication, is recommended to more clearly 
define the problem of financing construction by use of long-term loans, 

at small, private, nonprofit colleges in its larger geographical 

1 

setting. During this study, the researclier was not able to find a 

single publication (book, article or study) which dealt significantly 

i 

or entirely with the problem of long-term debt for facility construction 
at private nonprofit colleges* 
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13491 Ohio Drive 
Lakewood, Colorado 80228 
September 2U, 1973 



,1 ■. 

As a part-time PhD doctoral student I am exploring the current status of 
long-tenn borrowing as a means of securing financing for new construction and 
renovation of small, nonprofit college campuses in Colorado^ Kansas, Missouri 
and Nebraska. This research is concerned only with those funds secured from 
loans. The focus of the research will be the development of guidelines for a 
financial feasibility study. This study will provide a detailed system that 
colleges could present to lenders when asking to be considered for a loan. 
Lenders could also use it as a guideline for assisting the college in making 
a meaningful presentation. 

My full-time employment is with a Federal government program that 
cooperates with the private sector in the financing of the construction of 
needed health care facilities. The health care facilities program has been 
successful. It is hoped that the results of this PhD study will be useful in 
developing workable programs for the education sector. 

The attached questionnaire is the prime method of data gathering for the 
study. Would you or a member of your staff knowledgeable about such matters 
complete and return it to me by October 5, 1973. 

As the information you will provide could be considered to some extent 
confidential, I assure you that all responses will be treated as privileged 
communications. Strict confidentiality will be maintained and the anonymity 
of each respondent will be honored. The nlr.r^ber in the top right corner of 
the questionnaire is only to determine who has responded* Your narritive 
ccnumeuts are Vtiluable to me as a description of your activities 're^;arding 
this subject. 

Tlie results of the dissertation v;il 1 be suv-marizod and sent to you in 
the spring. T hope it will be of ni;sislance to you in this major concern of 
financing college consimction throu;.;h borrj'wod funds. Please 20turn the 
q\ies t i onna i ve in the attached s Lamped, ?;ol f-nddrr fa vol ope. 71iank you 

for your assistance in this matter, 

Sincerr'ly, 



Charles A» Westin 
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QUESTIONNAIRE 

'^Colleges," as used In this questionnaire refers only to traditional^ 
private, (generally) small, nonprofit four-year colleges located In 
Colorado, Kansa^, Missouri and Nebraska* 

'*Const ruction, " as used In this questionnaire refers to both new 
building and renovation. 

Please make any comments you can that will help me to evaluate the 
corrent situation as perceived by professional lenders. You may 
continue any comment on the reverse side of the sheet. 



1, Rave you (or your Institution) been involved In making long-term 
loans to colleges for construction? 

Yes No Undecided 



How active have you been in this field? 

Are you actively soliciting applications from colleges? 

Why or why not? 



2, Do requests for loans received from colleges generally include 
enough information on which to make an informed decision? 

Yes No Undecided 



Any specific examples, or cormncnts, that you could include would 
he of great assistance to me in dotonnining the information needed 
by lending institutions to make decisions pertaining to these 
types of loans. 

M:at types of information do you raost need to act on these loan 
requests? 
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3. Do you believe there is a need for borrowed fuads for college 
facility construction? 

Yes No Undecided ! 



If you answered "no/' or "undecided," where do you see these 
funds coming from? j 

If you answered "yes," what main problems do you foresee? 



A. Regardless of whether or not you now "participate" in Federal 
government guaranteed loan programs, bonds issued pursuant to 
Revenue Ruling 63-20, or bonds issued under a state government 
educational bonding authority, do you see merit in such 
programs for colleges? 

Yes No Undecided 



What suggestions do you have for types of financing programs 
(in addition to or including those above) to make loan money 
available to colleges? 



5. Do you have a working knowledge of the Ff!A-D!jUD College Housing 
Program, or the HEW, Office of Kducation, ].o?ms for Construction 
of Academic Facilities Program? 

Yes No Undecided 



Tn your opinion, have these prov^rnms bt^on rr-sponsive to the n »cd 
and if not, liow could thcr;e pro^;r.ims he more rc sponiiive to* t!ie 
needs of the field? 
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6. Do you believe philanthropy should continue to be an Important 
part of the overall financing of college construction? 

Yes , No ____ Undecided 



What are your thoughts on philanthropy being used to pay long- 
tenn debt as it becomes due? 



7, What per cent cash equity, if any, should be required for each 
project, as a minirnum? ^ 

7o equity should be required as a minimum, 

8. What do you consider to be the best type of security that a college 
can offer you when requesting a loan? 

What do you see in the future regarding types of security? 



9. Realizing both that a college campus is generally made up of a 
number of single use buildings, but also that a mortgage has 
a certain psychological value, as well as helping to control 
future actions, do you generally require a mortgage from colleges? 

Yes No Undecided 



Please conrr.ont on this in general. 



Your cor.iplcLing (his questionnaire is gronlly approcialod. If you 
have additional narrative conunL-nts (or olhor irMterials) rcKned to 
any phase of financing college construction VsU th long-tcna debt, 
please include thorn, I would value l.hoir inclusion in niy rcsc^arch. 
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Please rnlurn this questionnaire to iiie in the enclosod, stnnpcd 
sol f -addressed envelope. Thank you. Charles A» Wostin, 13''491 W. 
Ohio Drive, LaV-ewood, Colorado 80228, 



QUESTIONNAIRE j 

r 

As used in this questionnaire, '^Construction," includes new building 
and renovation. Please consider each question, then check the "Yes^' 
or '*No'* response appropriate to you, and add any narrative con^ments 
that amplify your feelings on the n^atter. You n^ay also continue any 
comments on the reverse side of the sheet. 



1. Will it be necessary for your college to undertake additional 
construction projects to meet future needs? .V 

Yes No Undecided 



What types of construction projects do you anticipate (i.e., 
mostly new construction or renovation or replacement, etc.)? 



2* Do you expect to borrow money in the future to cover all or part 
of the cost of that construction? 

Yes No Undecided 



^sT^at problems do you anticipate ^encountering with future financing? 



3, Have you borrowed money for construction in the past? 

Yes No Undecided 

Wliat has been your experience with long-term debt? 



Pa^e 2 



4, Do you anticipate having difficulties borrowing the amount of 
money you will need? • 

Yes No Vndecidcd 



What do you believe the college could do to improve the chances 
of the loan being approved? 



5. Do you consider philanthropy to be an important part of the 
financing of your future capital expansion plans? 

Yes No Undecided 



UTiat are your thoughts on using philanthropy as a basis of 
repaying long-term debt as it becomes due? 



6. Would your college object to some type of government (state or 
federal) loan guarantee or bonding program that wculd help make 
long-term loans available to colleges? 

Yes No Undecided 



Could you elaborate on this? 
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7# Have you ever borrowed under the HKW, Office of Education , Loans 
for Construction of Academic Facilities Program, or the FI{A-DU(JD 
College Housing Program? 

Yes No Undecided 



What do you suggest to make these two programs more responsive 
to the needs of the colleges? 



8. Are you able to mortgage part of your assets to secure a loan? 
Yes No Undecided 



I^at type of security would you propose to give a lender to secure 
a long-term loan (i,e,, mortgage lien, pledge of future income, 
pledge of future gifts, etc,)? 



9a, Is future construction at your college necessary to maintain 
or increase enrollmei^t? 

Yes J^o Undecided 



b. Do you project enough applicants for adini.^c3ion in tli u.c to 

always maintain the enrollment level you wish? 

Yes No Undecided 



10. Could you list in ^>riority order your construction needs 

(i.e., cla.ssroo'.ns , administrative space, sLudcMiL rosideuces, etc,)? 
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11, Some types of institutions set aside funds from operations as 
cash charges to depreciation, to be used for the replacement or 
renovation of existing buildings when such action becomes necessary. 
Long-term debt may also be retired from these funds. This may 
be called ''funding depreciation*' or "establishing a replacement 
reserve*" Does your institution now formally set aside a fund to 
renovate or replace existing buildings? ; 

Yes No Undecided ! 



W^at is your opinion about funding depreciation? 

i 



Your completing this questionnaire is greatly appreciated. If you 
have additional narrative comments (or other materials) relating to 
any phase of financing college construction with long-term debt, 
I would value their inclusion in my research. 

Please return this questionnaire to me in the enclosed, stamped, 
self-addressed envelope. Thank you. Charles A, Westin, 13491 
Ohio Drive, Lakewood, Colorado 80228, 
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13^91 W, Oljio Urivu 
Lnkewood, CO 80228 
October 12» 1973 



_ On September 24, 1 mnilod a blue colored PhD rcst^ircb j^rojcct 
questionnaire to a few colleges in tlie inid-wcst, inquiring into 
t!>oif tliouglits pertaininv; to lon^-term loans -foi col I e);e construction, 
Tlic answers will be of great value to me regardless of wbiLlier or not 
your college has in the past, or plans in the future, to borrow 
money for cons true t ion, 

1 made a mistake in mailing the questionnaire during the first 
week or two of the new school year. 1 fear some of my letters were 
lost in the mail. If you could complete the attaclu^d questionnaire 
nnd return it to me in the stamped so 1 f -add ressod envelope, 1 would 
certainly appreciate it. 

Sincerely, 



Charles A, Westin 



At tch : Ques t ionna i re 
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SAMPLE PROVISIONS OF A STATE EDUCATIONAL 
FACILITIES AUTHORITY ACT 

Sectloa 1 - Legislative findings and intent 

The purpose of this chapter is to provide assistance and alterna- 
tive methods of financing needed educational institutions. 

Section 2 - Definition of terms 

Educational institutions are any private nonprofit institutions 
authorized by the St^te to provide a program of education beyond 
the high school level within the State. 

Section 3 - Authority created 

There is hereby created a body politic and corporate to be known 
as the "state educational facilities authority.*' 

Section 4 - Appointment of members, number of members, terms, conflict 
of interest, annual election of officers, compensation, 
removal, etc. 

These items are to be set forth by the legislature as part of 
the act. 

Section 5 - Quorum of authority - Vote required for action 

A defined quorum of members must favorably vote on any action 
taken. 

Section 6 - Executive director, consultants, and other support 
personnel - Compensnt ion 

Necessary support personnel shall be retained and compensated 
at the rate established herein. 

Section 7 - Corporate powers of authority 

The authority sliall have the necessary power to carry out its 
res pons ib i 1 i t ios , inc lud iag tlie riglit t o.^^perpe tual existence, 
to adopt bylav;s, to take part in law r»uits, to have a seal, to 
maintain on office, to maintain rccor<ls, to accnpt gift3 and 
loans, to invest surplus funds, to charge fees, and to delegate 
po;;crs ;ind da t ios as necessary. 
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Section 8 - Security for bondholders j 

The authority shall take such action as is accessary to protect 
the bondholders. 

: i 

Section 9 - Operation of facilities restricted to leasing 

1 

The authority shall not have the power to operate the facilities 
as a business other than as a lessor. 

Section 10 - Loans to participating institutions - Maximum amount 

1 

The amount of the loans shall not exceed the total cost of the 
project, plus refinanced outstanding indebtedness, subject to 
the approval of the authority. j 

Section 11 - Terms and forms of bonds issued 

Bonds shall be of the type and at the interest rate as determined 
by the authority. The authority shall pay the expenses involved 
in the bond sales. 

Section 12 - Bonds payable only from project reverfues 

The bonds are payable from the revenues of the project only ai^d 
no general tax obligation is promised nor is any State debt or 
obligation created. 

Section 13 - Pledge of revenues to secure bonds 

The principal of and interest on any bonds issued by the authority 
shall be secured by a mortgage or other trust indenture covering 
all or part of the facility. The pledge of revenues continues 
until the bonds are paid. 

Section 14 - Remedies of bondholders on default 

Those items are set forth by the legislature as part of the act. 
Section 15 - Pledge of full faith and credit of authority or institution 

Nothing contained herein shall prevent this. 

Section 16 - Conveyance of facility to participating institution when 
debt is paid 

When the debt is fully paid, the authority shall promptly convey 
the iacility lhat vras morl^^n^^ed to secure the bonds, to such 
participating educational institution. 

Section 17 - Tax exemption of auLliority 

The Tiutliority shall (."ike necessary action lo maintain itself as a 
t a :•: • c X o p t organization. 



Section 18 - Liberal construction of chapter j 

This chapter shall be liberally constructed to accomplish the 
intentions expressed herein, which include the intention that 
the authority be able to sell bonds to raise funds for needed 
construction at participating educational institutions. 

Possible Program Example: South Dakota Health and Educational 

Facilities Authority 
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EXHIBIT II 



SAMPLE PROVISIONS FOR A FHA' TYPE MORTGAGE 
INSURANCE FOR COLLEGES PROGRAM 



Objective: To insure loarvs made by private lenders to institutions 
of higher learning, I 



Eligible institutions; 



Any institution offering a full-time resident 
academic course of study above the high school 
level lecognized by the individual state, or 
as described by the legislation. . 



Statutory authority: As passed by Congress. 

Limit: There is no limit to, the total amount of loans insured under 
this program. However, each project will be limited to the 
actual cost of the project, a statutory limit if one is 
established or the amount found to be financially feasible 
by program staff, whichever is less. 

Length of loan: As established by regulations, but in no case to 
exceed the useful life of the building. 

Maximum interest rate: Market rate as established by policy. 



Financial support : 



Security: 



The program will be financed by fees at the 
initial application submittal, and a one-half 
per cent insurance premium on each loan payment. 
Excess funds will be retained as a reserve fund to 
insure against possible defaults. 



First mortgage lien on the facility constructed, and a 
pledge of revenues in the case of a revenue producing 
building, and/or such other security agreed upon. 



Possibl.c Progr,:^m fCxample: FHA Section Mortgage Insurance for 

Hospitals 
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THE Flr^ANCIAL FEASIBILITY STUDY 

A necessity to be completed by 
private, nonprofit colleges prior 
to borrowing for construction. 



FINANCIAL FEASIBILITY STUDY 
Of sixty private, nonprofit colleges contacted in late 1973, 
all but three very small, specialized institutions stated that they had 
borrowed money in the past to cover part or all of the costs of campus 
construction. Over two-thirds planned additional construction, and 

V 

one-half of those planning additional construction expected to borrow 
funds for that construction, V^ith past history as a guide, one would 
assume that more colleges end up borrowing than now intend to. It 
therefore appears that in the foreseeable future, long-term borrowing 
will continue to be a major source of funds for financing tlie construc- 
tion of buildings on private college canipusrs. 

In order to borrow money it is necessary to convince a lender 
that there is every reason to believe that the loan will be repaid in 
full, following the terms agreed upon by both parties. The lender wants 
to be certain that adequate funds will be available for repayment of the 
loan, as well as to meet day-to-day operating expenses, to establish 
cash reserves if desirable, and that a cash surplus will be generated 
during the life of the loan. One of the best methods of convincing a 
lender tliat the college can repay the loan, is to present the lender a 
financing proposal in the 'form of a well done Financial Feasibility 
Study, sliowing wliy it is reasonable for tlic lender to ossujne lhat the 
loan being requested can be repaid. 

Many lenders believe private colleges are very unsophis t Ic alod in 
their rqjproac!! to the financing of renl estate. This is so.ncwhat 
surpri5^i:uj v;hon one coiisiders how successful private colleges l^^nve been 
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in tho field of institatlonal development (i.e., fund raising). Of 
course J fund raising is no longer considered a project to most colleges > 
it is now a fully funded program. Long-term financing, on the other 
hand, is often undertaken on a project basis, after the fund-raising 
program for that certain building has been completed without furnishing 
the entire financial resources needed for the planned construction. 

Need for a Formal Financial Feasibility Study 
In the past many colleges have not done fomal, in-depth, 
financial feasibility studies. They thought the studies were unnecessary 
because it was a ''government loan, " or due to the belief that the lender 
would perform another one any^s'ay. 

Financial feasibility studies are required for all loans having 
govera-nent involvement. V/hile the goverament does insure the loan, 
those officials approving tlie loan are still fully responsible for pro- 
tecting the financial interests of the United States, and must not make 
loans where it is not reasonably certain tliat the loans will be repaid. 
V/hen enough information is not submitted to make such a favorable deter- 
mination of feasibility, the loan must be deferred, or rejected, until 
such infonnation is available. V/hile the goveranicnt will make its own 
determination of feasibility, the study presented by the college will 
serve as a "foundation" for the agency to build its own study and 
determination on. It goes without saying that a study done by the 
applicant presents the infonnation from the applicant's point of view, 
and therefore should be considered an opportunity to co; rnuni ca te this 
point of view at an early stage of loan consideration. 

Private lenders have their own requirc;;K>nLs also, as to dotennin- 
ing what Mril.os a loan to a college fiiMnciaUy feasible. However, a well- 
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doac study by the college will serve as a base for the lender's own 

study, nnd will often be accepted by the lender as a final document. 

t 

depending on his faith in those who produced the study, and the ease 
with which he can verify items used in it* 

The financial feasibility study will be used by the lender in his 
presentation to others who may wish to participate in a portion of the 
loan. He will also use it to convince his own board that the requested 
loan should be approved, Mortgage bankers and institutional lenders 
must establish the economic and financial feasibility of a college 
construction program, The ability of the college to meet its debt ser- 
vice responsibilities is the prime consideration in makings a decision on 
the marketability of bonds, or the appropriateness of a mortgage loan. 
Therefore, it is to the college's advantage to have a complete, well-done 
study prior to approaching prospective lenders. 

Administrators and trustees are being expected, more and more, to 
be fully accountable to the cominuni ty they serve for their actions. A 
well-done feasibility study should assist in indic^^ting that the decision 
in question is based on good business practices, and that scarce 
resources v/ere not allocated v;ithout a reasonable assurance that they 
would be protected, if the project is not only needed, but also economi- 
cally justified and feasible, the board should be I ' Mc to arrive 
at a satisfactory decision, and one that can 1u>Lt(n be defended, if 
necessary* 

Study Should be Pmparcd . \ 
A financial feasibility study should be completed a$ early in the : 
planning stage as possible. As the plan develops, the study will : 
probably need to be adjusted to acco;:tiiodate changes. On the other hand, 

■•■ . \i 



determinations of the financial feasibility study may require modifica- 
tions be made in the actual project plans> in order to keep the project 
vithin the financial resources available to the college. 

The study might be used by the development officer^ in his fund 
raising activities, to present to prospective benefactors as an indica- 
tion of the business-like manner in which the college has planned for the 
financing of the part of the project not provided for by gifts. That 
vay the giver will be assured that his gift will not be lost to the 
college in the future, due to the lack of financial planning. The study 
would also indicate that a portion of the total cost of the project 
probably could not be borrowed, as most, lenders require a certain amount 
of unborrowed (cash) equity . Therefore , the feasibility study could 
also help set minimum goals for a development effort, and point out in 
graphic form, the desirability of exceeding that goal. 

The study should be performed prior to identifying the appropriate 
method of financing the borrowed portion. The college must, of course, 
have earlier determined what it proposes to construct and the estimated 
cost. The results of the study could change both of these iteias, in an 
attempt to cOi^promise on a project that meets the needs of the campus, 
and at the same time is a project the college cati afford. 

Who Prepares the Study 
It is not always necessary to have a "third party" prepare the 
study. While the study must be done In such a manner that every state- 
ment and conclusion can be documented^ there is no reason that a college f 
should not consider doing the study itself, A study done by the college 
should present not only the factual history in det' ' 1 , but sliould be 
expected to add a dcptli of huTi.m understanding not possible when nn 



outside group writes it, 

A college may gain much by using the effort as a '^self -study** 
projects Items take on more significance when developed by the people 
who are directly affected by them. I 

There are, however, many instances when for any number of reasons, 
the decision is reached to have the study completed by an outside firm. 
There are obvious reasons to select a knowledgeable outside group or 
individual- For one thing, the outside group is expected to be more 
objective. It can also be expected that if the outside firm has completed 
this type of study before, it will be more knowledgeable overall and know 
what to look for. The only cautions to remember here are that the out- 
side firm must lose some objectivity when it becomes employed, and past 
experience generally guarantees that some past mistakes will also be 
repeated. 

So the decision on who will prepare the study is up to the indi- 
vidual college administration. However, this should not be construed to 
suggest that outside legal and financial counsel are not necessary or 
required, as the project moves past the financial feasibility study stage* 
The administration may be faced only once in a lifetime with the problems 
inherent in obtaining long-term financing for major capital improvcnents. 
Few decisions have such irrevocable long-term effects on the overall 
operation of the college. Consequently, adequate consideration should 
be given to selecting those who will participate in the financing plansj • 
and in the final decisions. Unless the college has on its staff persons 
who are completely coinpetent to handle the Ic^al and financial mechanics 
of this quite involved and tcclmical matter, they should seek outside 
counsel ns soon as llie docision has been made to go forv7aid v.'ith the 
project. 
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Outline of a Financial Feasibility Study 

1. Introduction and Description of Proposed Project 

2. History of College 

3. Future of College . • 

4. Financial Review^ Current Status and Projections 

5. Enrollment, Faculty and Adroinistration V 

6. The Proposed Loan 

7. Presentation to Lenders (optional section of study) 

Introduction and Description of Proposed Project 
In the opening section of the study, the proposed project should 
be presented to set the tone for the remainder of the study. Capital 
improvements are usually necessary because of an increasing school popu- 
lation, obsolescent buildings , a changing progra-u of education, or a 
combination of these reasons , 

The need should be explained and justified in detail. This should 
leave no doubt that the project is desirable and necessary. The first 
step in assuring that a project v;ill have enough money available to repay 
the loan is to assure that it meets or solves a valid need. There are 
various methods of determining need, but generally a presentation will 
show the basis of that need causing a hardship on students first, and on 
the financial structure of the college second. The , need should be 
pi-esentcd in view of its contribution to the purposes for which the 
college exists. 

For oxanplo, if the basic science department turned av?ay 200 well- 
qualified applicants last year due to lack of laboratory space, it would ^^^^^^^^^^^^ ■ 
be reasonnblc to indicate that this resulted in, not only 200 students 
being denied the education they sought, but also a loss of income to the 



school because the addilioudl sLuuettLs coulu liave been handled wiLliuut 
a proport ionalc increase in staff and supporting services. It might be 
pointed out, if true, that there exists certain unused capacities in 
some student services, such as food service and housing, that could have 

been utilized by these additional students , therefore increasing the 

I ■ . ' 

financial well being of the entire school and lowering the individual 

[■■■.'■■■ 

cost to the students* 

It should be pointed out in detail, how the proposed project will 
meet the existing need. If it will do more than meet the existing need, 
then the effect of any excess capacity generated must be explained. 

The estimated cost should be set forth. It should be realistic 
and based on an estimate made by a professional. 'This should include a 
detailed cost breakdown of the new construction, based on preliminary 
architectural drawings. An artist's rendering of the completed building 
should be included, along with a copy of those basic architectural 
drawings. 

Since a college bailc!ing is generally considered a one-use facil^ 
ity, consideration should be given to a f lexible design so the building 
can be modified as conditions change, and converted to other educationally 
related uses should such action become necessary. Foreclosure on a 
college building is not desirable because the bui Idings are special -pur pose 
with few, if any, uses other than being college buildings, and the bad 
public relations aspects for the foreclosing lender must also certainly 
be considered. It is therefore to everyo^ie 's advantage that the building 
be flexible enough so if functions must be changed, in order for thev^^^^^^^^^^^^^^^^^^^^ ; ; 
buil<ling to remain a viable part of the campus until the loan is repaid, 
such actions can be accOiiiplishcd , ' 

The proposed breakdown of sources of funds for the project should 
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be presented early in the study. There appear to be for this icera only 
a few sources of funds, among which are current operations (i.e., pay as 
you go), philaathropy, unrestricted endoments and borrowing. These 
items will be presented in later parts of the study, but should be 
suHiraarized here also, it might be desirable to siraply present percen* 
tages of the total cost at this time. These will be spelled out in raore 
detail and in dollar amounts in later sections. 

History of College 

The history is valuable because it can prove that the institution 
has been able to sustain itself over a period of time and is likely to 
continue to exist. This feature is no different froin the "going concern 
concept" applied to industrial conipanies by credit analysts. 

It is here that a college should point out and discuss its past 
debt experience. Dates , amounts borrowed, letters of reference from 
those previous lenders, etc., are all items of interest to the future 
lender. A summary of changes in the institution's debt structure that 
have taken place v:ithin the past ten years should be included here. Also, 
the manner in which past debt has been met is important. Any slow or late 
pa>^ents should be explained in detail. Great care should be taken not 
to "forget'* unfavorable data, since it will probably be revealed anyway 
in the lender's routine credit check. If the college presents the 
unfavorable information first, they have the advantage of presenting it 
in the most favorable light. If past debt was repaid early, this should 
be stressed. 

Any unique items that appear in the history of the college should 
be discussed, especially if tliose items have relevance for the future. 
K>;a:nples of how the college has worked with the coianuntty to help meet 
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its needs' avc v^oll placed here, as they tend to suggest future support 
by that community. The economic and employment impact of the college 
on the community should be discussed also. 

Future of Colle ge 

The purpose of this section of the study is to convince the lender 
that the college will continue to meet future needs at least long enough 
to repay the loan. 

The future development of curriculum, and the physical facilities 
to serve that increased or changing demand should be explored. In order • 
to assume a viable future, the college should probably plan for at least 
a limited, directed growth in enrollment, and make plans to assure the 
recruitment of additional students is successful . If an enrollment gain 
is not forecasted, then it should be explained in detail why limiting the 
growth to such an extent will be to the college's best interests. 

A long-range plan, probably in narrative form, should be presented 
in this section. There is no reason to expect that money will be loaned 
on a long-tcna basis to construct a building If there is no plan for its 
productive use for more than a few years. A capital budget, indicating 
the capital needs for a period of tram five to ten years, is also a 
desirable tool. 

If the long-range plans call for the conversion of the building for 
other uses in the future, this should be explored in detail. The building 
itself Should be so designed to be convertible into the other use at a 
mininuin of expense and effort. 

The future of the college so far as finances, staff and students 
are concerned, is covered in separate sections because of their 
Itiport r.ncc. 



Finnnclal Revie w, Current Stat us and Projoclioas 

As with all other businesses, a college's ability to borrow, 
depends on its ability to repay the loan, which almost entirely depends 
on its ability to generate income in excess of nomal operating expenses* 
Therefore, a careful examination of the financial information is warranted. 
Financial statements v?ould be examined to determine the college's credit 
worthiness by estimating the ability of the college to repay the proposed 
debt, evaluating the collegers overall financial condition, and assessing 
the ability of the college's management. 

Colleges should reduce debt as much as practical before taking on 
new debt.. The total debt picture influences the creation of new indebt- 
edness. What the proposed debt will mean must be' determined in order to 
judge the propriety of an additional debt burden. 

Most lenders^vish to examine the audited financial statements for 
the past five years (or maybe ten). These would include the Income State- 
ment, the Cash Flow Statement and the Balance Sheet. Most lenders prefer 
fully audited statements with an unqualified opinion by an independent 
certified public accountant. Probably the financial stateiaents will be an 
attachment to the financial feasibility study, with n ^ >-y included in 
the body of the study. 

The most recent financial statement should .be co-nplete in all 
respects, including notes, and sub.niltccl as an attachmont to the study. 
Conclusions to be drawn frofa the current statement snould be included in 
the body with full reforencos to the nttaclied document. Tlie latest 
financial statement should iinlicatc all debt, wlietiier curroi\t or long-term* 
All exist isig mortgages and liens should be sliown* 

Various statistical reports should he submitted as desirable to 
reflect nonflscal portions of the operation. These could include ^ 
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descriptions of certain programs of instruction, etc, 

A set of Pro Forma operating projections should be developed cover- 

I 

lag the next three to ten years. Financial projections should be 
prepared showing both the revenue specifically derived from the individual 
project (if it is revenue yielding), as well as the revenue picture for 
the entire college. These projections should include forecasts of revenue 
and expense, as well as other necessary forecasts* The projections should 
be accompanied by narrative conclusions, related directly to repayment 
of the debt. Income statements should include observations about how 
charges to students will coinpare with other institutions and how this 
rnay affect future growth. For example,, a nearby college with a much lower 
scale of total charges to students, may well tend to reduce the enrollment 
of the more expensive college in times of financial uncertainty • 

Tv;o obvious methoJo of Improving financial stability in the present 
or future, are to raise income and reduce costs, Shov; how this can be 
done if it ever becomes necessary. 

Philanthropic projections should be included since, if the college 
has a good institutional development program, with a proven history of 
income from this source, it may \cell be possible to consider this as 
another source of regular income. Future projections of income and 
expense are based on historic trends and future expectations, so if pro- 
perly presented, phi lantliropy could also bd projected and considered in 
future years. Host lenders do not favor the inclusion of philanthropy 
in projections of future income, but a realistic case can be made for 
doing so in so:ne instances, InCoraation on cndov.Mient is quite important. 
This would incsiude present cndoic;nent assets and future expectations such 
as v?ills and bequests, items in probate, etc* 
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Elnrollrnont, FaculLy and Adrainis tra tlon 

Tlie carol Iraent history of the institution should be traced back 

! 

many years. It should be analyzed to indicate \^ho enrolled why , and where 
they lived prior to enrolling. The present situation should be presented 
to show vjho now attends the college, why, and how many vacancies, if any, 
there are in tlie entering class. 

The future enrollment question is critical in determining the 
ability o£ the college to generate income and repay debt. A demographic 
analysis, or '^student origin study," with an analysis of expected enroll- 
ment based on numbers of pro-college students by age group in the school's 
"service area" could furnish important data. The projections of the 
student body enrollment in the future should be analyzed to determine 
that it is in fact not an overenthusiastic estimate. It is very important 
that the functional planning include full consideration of new programs 
to meet new student noeds, and to insure an adequate future student enroll- 
ment. Expected recruiting efforts, scholarship programs, etc., could be 
useful and persuasive to a lender* 

1*^^ faculty is another important area of concern. What has been 
the history o£ the institution's faculty? Have more mature, experienced 
ter.chers rciiiained, as well as younger teachers been attracted? If almost 
the entire staff is tenured , this probably indicates a good employment 
climate. However, it nlso means "tliat the school cannot i;nprove the 
student-faculty ratio without recruiting additional students. A highly 
tenured staff may limit i.ianngo lont. 

Items to be discussed about the faculty include the ability to 
recruit new staff for now programs, the actual control management has 
over the staff and hov; their v;agc-benefit package compares with other 
colleges* Any unique pevsonallt ics on the teaching staff should be 



introduced in the comments. 

The adfninistratioa is another very important item. It is g'ood to 
present the qualifications and backgrounds of administrators and board 
members to the lender^ so he can become as familiar as possible with 
their individual and combined abilities. 

Management must have the authority and ability to continue to run 
the college. Any plans to improve the quality of the administration 
should be presented as a positive item. Good management, in the final 
consideration, is probably the best assurance that the loan v?ill be repaid. 

The Proposed Loan 

In presenting the overall loan picture, the financial feasibility 
study must indicate the amount of money to be borrowed, the security 
offered, the amount of equity available, the length of the loan repay- 
ment period and the method of repayment. 

The amount of money to be borrowed should be set forth including 
alternate amounts. If alternate a^nounts are mentioned, the reason for 
the difference should be explained. The amount of the loan, when added 
to the cash equity, must equal or exceed the project^s construction costs, 
but at the same time be within the range that can be repaid by the 
college over the life of the loan. 

Len^^th of the loan is an item tliat will require a great deal of 
careful consideration. There is no easy v;ay to determine what the tem 
of the indebtedness should be. However, it appears to decxcase from a 
high of fifty years as allowed by the FHA College Housing Program, ^own 
to the maturities on bank loans of one to ten years. 

VJhile the loan should be repaid in as short a time as possible, it 
appears to be a good rule of thumb that the life of the debt should not 



exceed the useful life of the building. 

The noaborrov^^ed equity rcquirci'ncnt is another item to carefully 
consider. It appears from the results of a recent survey that most 
lenders recommend, or require as a minimum, a nonborrowed equity of 

between twenty and thirty-five per cent of the total project cost. Most 

! 

lenders look much more favorably at requests from projects that include 

i 

a high amount of equity, rather than requests from those projects with 

less equity when considered as a per cent of total project cost. 

I 

For financial feasibility purposes, use an interest rate for 
planning that appears to be realistic. It appears reasonable to consider 
going ahead with the loan whenever construction is ready, regardless of 
the current interest rate, since attempts to play. the market often result 
in increased construction costs, and inflationary pressures eating up 
a.-.y advantage gained by obtaining a slightly better interest rate at a 
slightly later time. A borrower should consider borrowing money at the 
time when it is needed, because of the uncertainty of today's money 
market. 

There are different methods of debt repayment > Philanthropy is 
one method that most lenders will not accept, even though if a historical 
trend approach is presented, there should be a chance of having the 
lenders reconsider this historic bias. Lenders generally want to see 
that the debt can be repaid from current cash flow* Therefore, the finan- 
cial feasibility presentation must indicate high enough earnings to pay 
operating expenses and debt service, and still generate a surplus to 
cover unforeseen expenses. 

The security offered the lender to assure repayment taust be 
considered* Wliile other things may be used, such f^s income from 
unrestricted endov^iients, most lenders require a first mortgage lien 



against the property that the loan was expended on. The college should 
indicate its V7illingaess to mortgage the new construction and to pledge 
that amount of revenue, from the building or from the general college 
operations, necessary to nake the routine debt repayments. 

Presentntron to Lenders (opt i^^ a al section of st udy) 

The above described financial feasibility r.tudy may be presented 
to the lenders in the fonn of a request .u, A cover letter should 

be prepared, introducing the project, briefly defining the loan that is 
being requested, and referring to the attached financial feasibility 
study. Offers from lenders should be requested in specific terms and by 
a certain date. The letter should give a contact perron and offer 
additional information if needed* 

While there is no reason to contact a large number of lenders, 
many experts recommend that between three and ten lenders be formally 
contacted. The important thing is that the lenders real ize that the 
college is sincere in its loan proposal. This is why the lending inst5. - 
tutions shovild be screened in order to limit the number of contacts to 
tl^ose lenders who are interested and will give serious consideration to 
the loan proposal. 

VJhen the responses to the proposal are received, it is hoped that 
there will be more than one satisfactory offer for the college to consider. 
When more than one offer to loan the needed money to the college is 
received, the college becomes the party to select the most beneficial 
plan, and is not left with a ''take it or leave it" situation, 

Once the college has agreed with a lender, on a satisfactory course 
of financing I the pro ject may proceed to start of construct ion and even- 
tua.lly to the completion of tlte neodedv campvts building. 
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